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I. EARLY DEVELOPMENT OF INCOME TAX SYSTEMS
A. History
In ancient times, the earliest property tax was im-
posed on land. Later, as a general property tax in Athens
and Rome, it was broadened to include buildings, furniture,
money, cattle, slaves, and other property, as well as land.
However, the movable tangible property, as well as the lesser
intangible property, were easily concealed from the taxing
authorities and evasion resulted to some extent. (1)
Although it is uncertain when income taxes were
first imposed, they were found in ancient . China
,
Egypt, India,
and Greece before the Christian era. In this simple economic
period, there were few property forms such as cattle, sheep,
and grain. The income tax was computed in physical units
without considering the money value. Gradually, this tax
merged into land and other property taxes. (2)
The history of property taxation was repeated in
the medieval towns of European commercial countries and
followed the same course as in ancient times. The City of
Florence levied an income tax in the fifteenth century, but
it was unsuccessful. However, with the advent of increased
intangible property, taxation problems arose, while evasion
(1) A.G. 3uehler, "Public Finance", McGraw-?Iill Co., Inc.
New York and London, 1940, p. 409
(2) Ibid, p. 523

prevailed to a greater extent. Thus the general property tax
became impractical and inadequate for the taxing of the in-
creased intangible property, as well as the movable personal
property. At the end of the seventeenth century, the evolu-
tion retraced its steps, and all classes of property were ex-
eirpted until only land and buildings remained. (1)
S. Principles of Taxation
Up to the tim.e of Adam Smith, the great Scotch e-
conomist and founder of the science of taxation, no attention
was given to the principles of taxation in practice. Further
more, little consideration was given to the collection method
and the economic effect of taxation on the individual or the
nation. The principal problem was to raise the necessary
revenue through the imposition of taxes which were largely
favorable to the wealthy and powerful. (2)
Although the principle of income taxes was used be-
fore the Christian era, it was not until the end of the
eighteenth century that it was given scientific consideration
The income tax was first introduced by England in 1798, but
it was repealed shortly afterwards; it was finally restored
in 1842. However, in the twentieth century, this tax was in-
troduced into France, Germany, and the United States as the
(1) A.G.Buehler, op.cit., p. 523
(2) W.R.Green, "Theory and Practice of Modern Taxation",
• Commerce Clearing House, Inc., Illinois, 1938, p. 1-2
I
3general property tax was inadequate and unable to reach the
enormous increase in intangible property for taxation; and
the necessity and difficulty of raising sufficient revenue
for governmental expenses during the First World V/ar. (1)
Great Britain and Prussia were the first European
countries to put the income tax principle into practice in
their fiscal systems. There are material differences in
their bases; however, it is the Prussian procedure of basing
the tax rate upon the entire income, irrespective of source,
that is the most commonly adopted by other countries. (2)
C. Great Britain
At the close of the eighteenth century, during the
French Revolution, a progressive income tax was introduced
into Great Britain, but it was repealed in l802; however, in
1803 J it was reinstated as a source of revenue to finance
the Napoleonic wars. Due to strong opposition, it was re-
pealed for a second time in 1816 and set aside for use in
wars only. Nevertheless, in 1343, it again appeared on the
statute books as a substitute for taxes on commodities and
license taxes which were repealed during the period of free-
trade. (3)
(1) A.G. Buehler, op. cit., p.524
(2) National Industrial Conference Board, Inc., "State Income
Taxes," National Industrial Conference Board, Inc., New
York, Vol. 1, p.l
(3) A.G. Buehler, op. cit., p. 526

41. Scheduled Tax System
The uniqueness of the English tax system is shown
in its five schedules which are a part of the same tax, al-
though taxed and collected separately at the source whenever
possible. These schedules represent five classes of income
as follows: Schedule A includes rentals from real estate;
Schedule B, farmers' income; Schedule C, income from public
fund investments; Schedule D, profits from mining, the trades,
professions, and employments; and Schedule E, salaries of
government employees. (1)
In 1910, progressive rates were introduced into
the system which is based on the ability to pay principle.
Great Britain leads all other nations in the practical and
scientific application of taxation. (2) It is the pioneer
in the adoption of the income tax which is now its major
tax. (3)
D, France
Prior to the First World War, France had not adopt-
ed an income tax. During the war, the tax revenue was only
60 per cent of what was raised in 1913, due to the devastation
of its richest and most productive agricultural and manufac-
(1) A.G. Buehler, op.cit., p. 524
(2) Ibid, p. 526
(3) W.R. Green, op.cit., p. 237
(4) A.G. Buehler, op.cit., p. 524

turing sections and the government's avoidance of addition-
al taxes at that time. Since the majority of the French
people continually opposed an income tax, a general sales tax
was enacted; still, there was a deficiency in the revenue due
to the extraordinary war expenditures. (1)
Enactment of the Income Tax.
After the First World '.Var, the system of taxation
in France consisted of conflicting laws and statutes. It
lacked equality and justice as a whole, while the franc con-
tinued to fall and the deficit in the national revenue con-
tinued to increase. As a last resort, France passed an income
tax law in 1914, but its operation was postponed until 1916;
however, the scheduled income taxes were not introduced until
1917. Thus an advancement was made in the way of imposing
taxes in accordance with the ability to pay principal. (2)
2. Unscientific Tax System
The French tax system compared with those in the
United States and Great Britain, is unscientific and to some
extent illogical since it is complicated and the taxes over-
lap. However, the French prefer the old indirect taxes,
since they regard the new direct taxes with suspicion. For
this reason, France still raises more of its national revenue
(1) W.R. Green, op. cit., p.13
(2) Ibid, p. 14

by the sales tax, while the government fails to enforce the
income tax properly. (1)
E, Germany
To finance the First World War, Germany resorted
principally to domestic loans. After the war, the currency
depreciated to so low a value that the bonds securing these
loans were practically repudiated, and all tangible property
was practically confiscated. (2)
The income from intangible property declined great-
ly and the tax revenue accordingly. The high interest rates
prevailing in Germany in addition to a very high rate of tax
upon incomes caused a complete exhaustion of the capital re-
sources. The ensuing financial disorder was so great that
Germany could not raise sufficient revenue for its budget, or
retain sufficient gold to secure its currency.
1. Complicated System
At this time an important change in this nation's
policy was necessitated and an income tax, as complicated as
that in France, was enacted. It follows the same general
principles as those of the United States and Great Britain
in that it has similar allowances. However, Germany favors
large families since an employee with more than 10 dependent
(1) W.R. Green, op. cit., p. 269
(2) Ibid, p. 13

7children is exempted from the special tax on salaries and
wages. (1)
While Germany has a very high rate of tax on in-
comes, it is difficult to make a comparison with that of the
other countries because of the taxation method used. In
general, the rates are higher on small incomes than those im-
posed in the United States, and somewhat higher than those
imposed in England for the taxation of wages and salaries.
The amount of tax is specified instead of being fixed by a
percentage. (2)
F. United States of America
As early as l8l5, an income tax had been proposed
in the United States, but it was not adopted. However, in
l86l, Congress enacted the Civil War income tax, but it was
abandoned in 1872. It was primarily a war tax, and as its
need declined with the end of the war, there was agitation
for its repeal.
In 1894, a second provision became a law. Immedi-
ately, the constitutionality of the tax was questioned in the
case of Pollock v. Farmers Loan and Trust Company (157 U.S.
429; rehearing 158 U.S. 601). (2) The question involved con-
cerned the constitutionality of the Tariff Act of I894 (Sec-
CD W.R. Green, op. cit., p. 286
(2) Ibid, p. 285

8tions twenty-seven to thirty-seven) in imposing a tax upon
incomes. After a rehearing, the Supreme Court, by a majori-
ty of one, decided that the income tax as a whole was uncon-
stitutional by the following decision:
"We are
constrained to conclude that Sections
twenty-seven to thirty-seven inclusive of
the act which became a law without the
signature of the President on August 28,
1894 are wholly inoperative and void. Our
conclusions may be summed up as follows:
First. We adhere to the opinion
already announced that taxes on real es-
tate are equally direct taxes.
Second. We are of the opinion
that taxes on personal property or the
income of personal property are likewise
direct taxes.
Third. The tax imposed by Sections
twenty-seven to thirty-seven, inclusive of
the act of I894, so far as it falls on the
property, being a direct tax within the
meaning of the Constitution, and therefore
unconstitutional and void because not ap-
portioned according to representation, all
these sections constituting one entire
scheme of taxation are necessarily invalid." (1)
Thus this income tax law never became effective.
It was referred to as an assault upon capital by one of the
Supreme Court justices, while bitter opposition, as well as
prejudice against it was shown by the people. It was con-
sidered a violation of the clause of the federal constitution
by which direct taxes were apportioned among the states ac-
(1) U.S. Report number 158, "Cases Adjudged in the Supreme
Court at October Term, 1894, 637

9cording to population.
1, Modern Income Tax
However, the urgent need for additional revenue,
started a movement to amend the constitution of the United
States to permit the taxation of incomes by the Federal gov-
ernment. The result was the adoption of the Sixteenth Amend-
ment to the Constitution on February 25, 1913, t)ut it was on
March 1, 1913, the income tax law was enacted. Thus Congress
was given the power to lay and collect taxes on incomes from
any source without the necessity of apportionment among the
several states and the income tax became a permanent part of
the tax system of the United States. (1)
2. Ability to Pay Principle
The ability to pay principle is the foundation of
this tax levy as it is in Great Britain. The most serious
objection is not to the principle, but to the application of
excessive rates under it as during wars. During the First
World War, rates levied upon incomes finally arose to 77 per-
cent on the income above $1,000,000. (2)
The tax is separated into two divisions: the normal
tax; and the surtax which is in addition to the former and
graded in accordance to the net Income. The amount of the
(1) National Industrial Conference Board, Inc., op.cit. p.
2
(2) W.R, Green, op.cit., p. 11

10
revenue necessary can be adjusted by raising or lowering the
rates of both the normal and surtaxes. A deduction is al-
lowed for dependents.
Although the income tax is apparently fixed in the
national tax system of the United States and the progressive
rates generally accepted, there are many complaints about the
complications of the tax. It is expected that there will be
defects in the income tax, since there is no such thing as a
perfect tax.
The Modern Income Tax
The science of taxation has made considerable ad-
vancement in the last 150 years and the systems of national
taxation have been completely transformed since the First
World War.
Today, practically all of the economists approve of
the income tax, as it is adjustable more or less accurately
to the ability to pay principle which prevents it from being
disproportionate. (1) Both Great Britain and the United
States recognize this principle to a greater extent than any
other country and accept it as the foundation of their income
tax levies. Every government allows some exemptions follow-
ing the principles they have adopted.
(1) W.R. Green, op.cit., p. 38
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1. Criticism
Because of its elasticity, this modern income tax
is readily progressive, while it taxes the rich more heavily
than the poor. However, there are those who contend that
there should not be any exemptions in order that even the
poorest citizens should pay some tax to the government. This
tax has been criticised as its revenue decreases during de-
pressions, but this is true of all taxes.
It is impossible to make a true comparison as be-
tween the income tax yields percentages of their total
national tax yields for the commercial countries as shown in
Table I. This is due to the fact that these yields do not
cover the same periods, while France and Germany include land,
personal property, corporations or other taxes in their income
tax yields.
However, in 1936, the income tax yield in Great
Britain is important, as for that year alone, it supplied al-
most two-fifths of the total tax yield; in France during 1935?
it was less than three-tenths, while other taxes were included;
in Germany, 1933-1936, it was less than one-tenth with other
taxes included here also; and in the United States, 1935-1936,
it was less than one-fifth of the total tax yield, as shown
in Table I.
Although continuous resistance was exerted in all
these commercial countries to prevent the Income tax from be-

coming a law, its practical and theoretical merits are now
generally recognized, while its place is firmly established
in these countries as a permanent feature of their fiscal
systems. (1) It is considered the most just and fair of
all taxes in operation. (2) Although previous to the First
World War, it was comparatively unimportant, today it is the
backbone of national tax systems in both the United States
and Great Britain. (3)
.(1) A.G. Buehler, op.cit., p. 522
(2) W.R. Green, op.cit., p. 41
(3) Fairchild, Furniss and Buck, "Elementary Economics",
Macmillan Co., New York, 1936, Vol. II, p. 52
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II. .STATE INCOIvIE TAX SYSTEI^S
A. His tory
The origin of the state income tax movement dates
back to the colonial times. In 1643 , the laws of the New
Plymouth colony designated faculty as a source of taxation
as well as property.
In 1646, the Massachusetts Bay colony supplemented
its poll and property taxes by a faculty tax upon the wages
of laborers, tradesmen, and handicraft men. (1) The name
faculty was given to this tax, because faculty was a factor
in the capacity to acquire income through personal exertion
and the colonists' purpose was to reach this income for tax-
ation. Gradually, the efforts of the other colonies resulted
in different forms of this tax. (2)
In 1738, the faculty tax was further developed when
the income or profit of any trade, faculty or business was
taxed; however, unlike the modern income tax, it was imposed
on the estimated profits or income. At this period, recog-
nition was given in Massachusetts to the ability to pay prin-
ciple, while the product of the farms and the income of
laborers and tradesmen were the measure of ability. (3)
(1) D.O. Kinsman, "The Income Tax in the Commonwealths of
the United States", American Economic Association,
Series III, Vol. 14, p.
2
(2) E.R.A. Seligman, "Essays in Taxation", The Macmillan Co.
New York, 1925, 10th. edition, p. 339
(3) D.O. Kinsman, op. cit., p.

15
In 1821, the old term faculty was terminated by the
act passed in Massachusetts when the term income was used for
the first time. Thus the faculty tax was gradually discon-
tinued in practice and closed about 1825. (1)
Experimentation with the Income Tax
Between I820-I830, during the commercial expansion,
Pennsylvania, Maryland, and North Carolina invested heavily
in internal improvements. When the panic of I837 occurred
and the states had to meet their own financial responsibili-
ties, they experimented with the income tax in an attempt to
increase their revenue. (2)
In the period between 1640-1850, the income tax
was adopted by Pennsylvania, Maryland, North Carolina, Vir-
ginia, Alabama, and Florida. Virginia and North Carolina
were controlled politically by plantation owners who were en-
deavoring to equalize taxation by taxing" the incom.es of the
professional men and merchants. The income tax imposed by
Virginia in I843 is sometimes called the first real income
tax. It was in this period that the states began to tax
actual instead of assumed incomes. (3)
Between I86O-I870, Missouri , Texas
,
Georgia, West
Virginia, Louisiana, Kentucky, and Delaware enacted income
(1) National Industrial Conference Board, Inc., op.cit.,p.5
(2) D.O. Kinsman, op.cit. ,p.llO
(3) Ibid, p. Ill
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STATE INCOME TAX LAW ENACTMENT STATUS
Nineteenth Century
Enactment Repeal
(4)
Twentieth Century
Enactment Functioning
TFT
State
Alabama
Arizona
Arkansas
California
Connecticut
Delaware
Florida
Ceoi'gia
Idaho
Illinois
Indiana (1)
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
1843
1869
1863
1867
1865
1842
1886
1872
1866
1872
1934
1850
1933
1933
1929
1935
1921
1931
1931
1934
1933
1936
1934
1937
1916
1933
1924
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
jiS'ew" Hampshire C2J
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio (3)
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee (2)
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Colorado
1849
1841
1861
1863
1843
1863
1921
1871
1918
1931
1868
1863
TABLE II
1923
1933
1919
1921
1919
1935
1929
1926
1935
1931
1931
1931
1935
1911
1937
194.5
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
1945
(1) Gross income tax
(2) Intangible property only
(3) Property tax on intangibles
(4) D.O, Kinsman, op.cit., p. 110
(5) University of Denver, op. clt. p.
2
i.
I
I 1
Si-
17
tax laws which taxed salaries and certain kinds of income.
During the nineteenth century, under local adminis-
tration, special and general income taxes were levied, and
proportional and progressive rates were used. The states
were experimenting with the income tax, but the laws were poor-
ly drawn and evasion prevailed. After the Civil War, the in-
come tax was abandoned in all the states except North Carolina,
Virginia, Louisiana, and Tennessee. Later, these laws were re-
pealed and net income tax laws were imposed in the twentieth
century. However, in Massachusetts and South Carolina, the
faculty tax evolved directly into the income tax, while some
form of income was taxed from colonial times. (1)
2« Personal Net Income Taxes
Unlike the income tax laws of the nineteenth centu-
ry, Vi/isconsin, in 1911? enacted a law with provisions for a
centralized state administration. (2) It was immediately
successful and imitated by twenty-five per cent of the states
between 1911-1929 inclusive as shown in Table III. In the
period between 1929-1935 inclusive, forty-four per cent of the
states enacted income laws in order to equalize the tax burden
between the property owners and the non property owners. This
became necessary after the depression of 1929 when the property
(1) A.G. Buehler, op.cit., p. 556
(2) Commerce Clearing House, "State Guide Service", Corpora-
tion Trust Co., New York, 1942-1943, p. l6ll

is
tax revenue decreased.
At present, the income taxes are Imposed upon all
the net income or upon the income from intangible property.
In the latter group are New Hampshire and Tennessee. (1)
However, there are thirty-one per cent of the
states which have not levied an income tax on personal net
income. These states are Connecticut, Florida, Illinois,
Indiana, Maine, Michigan, Nebraska, Nevada, New Jersey, Ohio,
Pennsylvania, Rhode Island, Texas, Washington, and Wyoming.
Of these states, Ohio legally defines and adminis-
ters a tax on intangible property as a property tax. (2)
Indiana enacted a gross income tax law in 1938, while Wash-
ington, Pennsylvania, and Illinois enacted income tax laws
which the courts declared unconstitutional because they ap-
plied progressive rates.
There are eight industrial states which have not
enacted an incomie tax law. They are Connecticut, Illinois,
Indiana, Michigan, New Jersey, Ohio, Pennsylvania, and Rhode
Island; they are some of the richest states per capita. (3)
In the states which are mainly agricultural, the
farmers opposed the enactment of an income tax law as they
(1) Commerce Clearing House, "State Guide Service", op. cit. p. l6ll
(2) United States Department of Commerce, Bureau of Census,
"State Finances", U.S. Gov. Ptg. Office, Wash. ,D.C. 1941-1942
(3) Blaliey & Johnson, "State Income Taxes", Commerce Clearing
House, Inc., Chicago, 111., 1942, p. 117

i.9
fear the revenue will not be used to decrease their property
taxes, and Florida expressly does not enact an income tax law.
B» Successful Incocie Tax Systems
Among the states which have been successful in the
administration of the income tax are Wisconsin, New York, and
Massachusetts. In 1911, Wisconsin enacted a general income
tax law. Irrespective of source, the income received by the
individuals from salaries; wages; business profits; rents from
real estate; intangible property; dealings in tangible and in-
tangible properties are taxable at progressive rates. Its
success is due to a strong centralized administration. (1)
In 1919, New York also passed a general income tax
law which imitated the federal income tax as closely as possi-
ble. Non-residents are taxed on their income secured within
this state. In order to secure additional revenue without
changing the basic rate, a flat or the same rate is imposed on
the total income of each individual. (2)
Although Massachusetts imposes a classified flat
rate income tax on certain classes of income and does not tax
non-residents, its 1942 revenue was the third largest of the
states. Its success is due to a strong centralized adminis-
tration*
(1) Tax Research Foundation, "Tax Systems of the World",
Commerce Clearing House, 1942
(2) A.G. Buehler, op.cit., p. 563-566
.
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C. The States Revenue
In the nineteenth century, Virginia was the only
state that secured substantial revenue froiE the income tax.
Furthermore, after the Civil War, the majority of the states
repealed the income tax as it was failure due to poor admin-
istration.
In the early part of the twentieth century, this
revenue was reported under special taxes and not as Income
taxes until 1933. In the period 1933-1935 there was a 93
per cent increase in the revenue, while in the period 1933-
1938 > the increase was 335 per cent due to more states en-
acting income taxes.
The total income tax revenue increased from 179
million in 1939 to 240 million in 1942 or 51 per cent. All
the states, with a few exceptions, showed an upward trend for
every year. However, variations among the states showed that
nine of their total income tax revenues increased over 100
per cent, while seven others shov/ed an increase of less than
50 per cent. (1)
The state's income tax revenue percentage of the
state's total revenue was comparatively low since it ranged
between
.9 per cent and I6.6 per cent as shown in Table III.
Maryland showed the sharpest rise from
.9 per cent in 1939
(1) See Table III
1f
1
I
4

STATE PERSONAL NET INCOME TAX YIELD AND ITS PERCENTAGE RELATION TO TOTAL
STATE REVENUE - FISCAL YEARS 1939-1942
Income Tax Yield (2)
STATE
Alabama
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Idaho
Illinois
Indiana
Iowa
Kansas ,
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missiourl
Montana
Nebraska
l^ew**Hampshire
Wew Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Total
*Not Available
(In thousands of dollars)
1
1242 1941 1940
$5,863
815
1,125
29,024
3,096
$2,008
510
20,287
2,260
$1,348
462
389
19,570
2,074
$1,061
372
343
20,672
1,361
Total Revenue (2)
[.in percentages )
2 1941 1940 19391
7.9
2.4
2.0
5.6
5.0
2.5
1.9
1.1
4.5
3.9
1.9
1.8
.9
5.0
3.5
1.6
1.7
.8
5.6
2.6
1 "ll"?J-
,
^- - »*, yy.j 1 654 1.085 9.4 9.5 10.8 7.0
4,512
898
2,501
704
2,280
520
5.2
*
4.2
3.9
3?5
3.6
3.3
2.9
-
6,771
2,572
3,687
-
4, 568
1,542
2,745
*
-
3,902
1,315
2 '345
2,568
-
3,483
1,325
1,941
2,344
6.5
3.9
4.6
3.3
2.5
3.6
2.5
-
4.
1
2.6
\-x
3.0
2.5
2.9
2.4
7,658 5,272 6,245 570 10.7 6^9 674 .9
24,234 20,962 20,291 8,966 14.3 9.4 4.7 5.5
10,069
2,311
7,007
1,184
(1) -
660
6,685
802
8,097
861
7.4
3.8
5^9
2.4
5^2
1.9
676
2.2
852 543 435 3.1 2.6 2.1 1.9
575 619 562 2T8 3.0
831
96,906
259
115,660
215
105,753
268
89,255
3.2
13.5
1.1
16.6 14.6
1.1
15.2
6,177 3,928
(1) -
3,279 2,767 4.7 3.3 3.0 2.7
3,573
7,175
2,425
4,720
2,403
3,775
2,469
3,338
3.4
11.0
2.9
9.0
3.0
8.1
3.1
7.7
2,358
371
1,802
1,850
614
1,776
1,427
1,653
1,186
1,023
3.7
1.6
2.1
3^6 3.4
iTs
2.9
l76
1,277 888 795 680 3^6 2^8 2.7 2.4
827
3,121
618
2,568
618
1,943
562
2,161
4.9
3.0 2.8
4.2
2.5 2.8
2,474
14,004
1,753
8,541
1,596
8,253
1,311
4,000
238
9.3
2.3
6.6
2.2
4.9
1.9
3.9
$248,483 $224,734 $205,670 $164,736
TABLE III
(1) Includes Corporation Income Tax
(2) U.S. Dept. of Commerce, Bureau of Census, "State Finances", U.S. Gov. Ptg.
Office, Washington, D.C., 1939, 1940, 1941, and 1942
I • • I
1
1
1
I
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to 10.7 per cent in 1942, followed by Massachusetts with 5.4-
per cent in 1939 to 14.3 per cent in 1942. However, New York
which was a leader up to 1941, declined in 1942 due to a 25 .
per cent reduction in the tax rate of that year, Arkansas and
New Mexico showed the lowest increase during this period, while
California showed 5.6 per cent in 1939 and 1942, but a decline
in the years 1940 and 1941.
However, in comparing these percentages from 1939 to
1942, it is noticeable that a decline seldom occurs from year
to year in the individual states.
1. Distribution
There is diversity in the distribution of the income
tax revenue. Some states return it to the original locality,
thus the poorest locality receives the least. Arizona, Colora-
do, Massachusetts, Montana, South Dakota, Tennessee, Utah,
Vermont and Wisconsin allocate specific amounts for schools,
while Delaware, Minnesota, and New Mexico distributed 100 per
cent of their income tax revenue for schools, Massachusetts,
after deducting administration expenses, distributes the
balance of its revenue to the cities and towns to relieve the
property tax.
According to the 1941 United Census Bureau Report
the income tax is a relatively unimportant source of state
revenue. (1)
(1) Blakey & Johnson, op.cit., p. Ill
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Referring to Table 111, this statement appears to be correct
as the highest state revenue since 1939 was 16.6 per cent of
the states* total revenue. Yet in the 1941 Tax Yields claims
that the income tax was a leading source of revenue that year
in Massachusetts, New York and Wisconsin. Their percentages
of total state revenue were 9.4 per cent, 16.6 per cent, and
6.6 per cent, respectively. However, the fluctuations in in-
come tax revenue with the economic conditions are considered
more a reflection on the instability of business than on the
income tax. (1)
Nevertheless, its importance lies in the fact that
it reaches intangible property for taxation without double
taxation and lessens evasion. Under the general property
tax, intangible property was assessed on its capital value
at the sam.e rate as real and personal property. Under the
income tax method, it is assessed on its income only at a
low rate as in Massachusetts at six per cent.
Under the old method, the property of the corpora-
tion was assessed on its value and its accompanying intangi-
ble property was also assessed on its value. Thus tax evasion
resulted since no one declared intangible property for assess-
ment .
(1) Richard A. Girard, "The Scope for Uniformity in State
Systems", J.B. Lyon, albany, N.Y., 1935, p. 61



DISTRIBUTION OP STATE INCOME TAX REVENUES
Governments
State (4) Local (4)
State
Alabama
Arizona
i-wrkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Idaho
Illinois
Indiana (1)
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio (3)
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee (2)
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
(5)
(2)
100%
50
100
100
65
100
0
100
100
0
100
100
100
33 1/3
0
100
100
75
100
84.2
100
100
100
100
100
65
55
25
Balance
100
100
40
50
0
0
35
0
100
0
0
100
0
0
0
66 2/3
100
100
0
o
2S
15.8
0
0
0
35
45
75
$150,000
0
0
60
Table IV.
Purpose
Debt Service
Charity Fund & Schools
Debt Service
General Fund
General Fund-Schools
General Fund
Schools
General Fund
General Fund
General Fund
General Fund
General Fund
Expense Fund
General Fund
Property Tax Relief
& Schools
Schools
General Fund
General Fund & Schools
Schools
General Fund
General Fund
General Fund
General Fund
General Fund
General Fund
General Fund & Schools
General Fund & Schools
General Fund & Schools
General Fund-Roads &
General Fund Schools
General Fund
General Fund & Schools
(1) Gross Income Tax
(2) On intangible property only
(3) Property tax on intangibles
(4) Tax Research Foundation, "Tax Systems of the World" Commerce Clearine:
House, 1942, p. 131-133 '
(5) Additional taxes: 10^ to General Fund; 3% Old Age Tax
1^
St
25
The distribution of state income taxes by the states
results in the states receiving this revenue mostly for the
general f und. The amount received towards this fund reduces
the amount of the state tax imposed upon the cities and towns
annually, unless the states expenditures are increased dis-
proportionately. The real estate owners are those upon v/hom
the state tax is apportioned proportionately as to the value
of their property.
Because intangible property ovmers now pay an income
tax instead of no tax under the general property tax, the real
estate ovmers burden is proportionately decreased. (1)
D. Diversity in State Income Tax Systems
Due to the fact that a state has the right and power
of self-government in taxation, various personal net income
tax systems were developed by tax experts, as well as those
inexperienced in tax matters. The result is diversity in the
tax systems as well as in the individual taxes and their ele-
ments.
In the early colonial times when the general proper-
ty tax was first put into effect, all property was agricul-
tural and fairly divided. This form of uniform taxation was
suitable at that time, but later with the advent of increased
(1) See Table IV..
u
number of corporations and their accompanying intangible
property the property structure changed. Tax evasion and
double taxation folloiAred as tangible property and the in-
tangible property representing it, were taxed at a uniform
rate.
1, Personal Net Inc ome Tax
Then there developed a trend to exempt the intangi
bles entirely from the general property tax, or to tax them
at a low-rate property tax on capital value. Ten states
adopted the first method and these are New York, Arizona,
Delaware, Idaho, Mississippi, North Dakota, Utah, Wisconsin,
Washington, and California. Pennsylvania, Florida, Connecti
cut, Rhode Island, Indiana, and Nebraska resorted to the
last method. (1)
Today, there are only nine states which still tax
intangibles under the original property tax after it was
proven to be defective in principle and admittedly unenforce
able in application. These states are Arkansas, Illinois,
Nevada, I/Iaine, Texas, Missouri, New Jersey, New Mexico, and
Wyoming. (2)
In recent years, the personal net income tax, es-
pecially framed to reach intangible property was introduced
(1) University of Denver, op. cit. p. 10
(2) University of Denver, "Taxation of Intangibles," Univer
sity of Denver, Colorado, 1940, p. 12
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as the result of a movement to reorganize and strengthen
the tax systems. It was intended as an equalizer for the
tax burden between the property owning and non-property
owning classes. It is recognized as the best method of
exempting intangibles from the general property tax and
thereby avoiding double taxation and lessening tax evasion.
In regards to the income tax, Buehler states,
••this appeared to be the most logical and practical mode of
reaching intangible property, for even under a low-rate
property tax of three or four mills much intangible property
is not assessed and that which is assessed, is not valued at
a uniform proportion of its true value." (1)
2. Diversity in Systems
At the present time, 32 states have a personal net
income tax, while Florida added a constitutional amendment
not to levy an income tax; Proposals by several of the other
states to authorize an income tax met with defeat. The states
which have not enacted the modern personal net income tax
are: Florida, Connecticut, Indiana, Illinois, Maine, Michigan,
Nebraska, Nevada, Nev/ Jersey, i'ennsylvania, Rhode Island,
Texas, V/ashington, and 'Vyoming. (2)
(1) A.G. Buehler, "Public Finance," 2nd. Ed., McGraw-Hill
Book Co., Inc., N.Y. and London, 1940, p.436
(2) U.S. Department of Commerce, Bureau of Census, "State Fi-
nances," U.S. Government Printing Office,Wash. ,D.C. ,1942, p. 13
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Diversity is shown in the basis of taxation; the
definition of net income; rates; exemptions; and even in the
use of progression.
Bases diversity is exemplified where New York taxes
general income, while Ifessachusetts taxes classified income,
om.itting that which is already adequately taxed as real estate.
New Hampshire and Tennessee tax income from intangibles only.
Three of the states tax all income fr^om the same source at a
flat rate, while the rates vary with the type of income.
These states are Maryland, Ifessachusetts and Vermont.
A summary of the several state rates, minimum and
maximum; personal exem.ptions; and dependents' allowances are
presented in Table V where it is shown that 28 of the states
have progressive rates and three of the others use flat rates.
a. Rate Diversity
Among the states using a progressive tax rate,
the minimum range is between one per cent and three per cent.
Eighteen states use the one per cent, while North Carolina
is the only state to use the minimum of three per cent.
The maximum rate for these states ranges between
three and 15 per cent, while 50 per cent of the states are
in the group between three per cent and five per cent. North
Dakota uses the highest maximum rate, 15 per cent, while
Delav>rare uses the lowest rate of three per cent.
In the range between minimum and maximum rates.
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PIVERSITY IN ELEMENTS OF STATE PERSONAL NET INCOME TAX AS OF JANUARY 1, I943
Minnesota
Mississippi
Montana
New Hampshire
New Mexico
New York
North Carolina
North Dakota
Oklahoma
Oregon
South Carolina
South Dakota
Utah
Vermont
Virginia
West Virginia
Wisconsin
Tax Rates Applicable
I
Minimum Maximmn
j
' Income Brackets
State
A Xd Utxtlldi
Arizona I/O
Arkansas
California
Colorado 1%
Delaware
Georgia 1%
Idaho
Iowa (1) 1%
Kansas
Kentucky (2) 2$
Louisiana 2%
Maryland 5%
any
Massachusetts
Under
3,000
5,000
2,000
3,000
1,000
1,000
1,000
2,000
3,000
10,000
Over
$5,000
9,000
25,000
30,000
10,000
10,000
20,000
5,000
4,000
7,000
5,000
50,000
Personal Exemptions
f
Married or
Single Family Head
Dependents
Allowance
j
5% $1,500 $3,000 $300
10 20 (3) 4
(deducted from tax)% 1,500 2,500 400
6% 2,000 2,500 400
6% 1,000 2,500 400
1,000 2,000 200
7% 1,000 2,500 400
8% 700 1,500 200% 10 20 (2) 5
(deducted from tax)
4% 750 1,500 200% 1,000 2,500 400
6% 1,000 2,500 400
of investment income, if 1,000 2,000
,
plus 2% of other income
on net income over $2000 Against business incomes
from business or wages 2,000 2,500
of income from intangibles 1,000
3% gains from security trading
Add: 13^ of total tax as
emergency tax
1% 1,000 20,000 10%
li% 2,000 25,000 7%
1,000
400
250
(Note trial; Income cannot be
Not applicable if total in-
come from all sources ex-
ceeds $1000-slngle ;$1500 married
10 30 (3) 5
1 , 000 2 , 500 400
jL,000 ^,000 ^uu
segj^egated into brackets^
6 ,000
.00
2,0001^ 2,000
Mlnlmuin tax $1.
Taxes income from intangibles
only at a flat rate-varies de-
pending upon taxation rate on
general property
1% 10,000 100,000 A% 1,500
(1) Net income exclusive of capital gains!
2% 1,000 9,000 7% 1,000
(2) Capital gains are taxed at one half of above rates
300
1%
2,000
2,000
1,000
10,000
15,000
8,000
2% 500 4,000
2% 2,000 6,000
1% 3,000 140,000
1% 1,000 4,000
Tax rate iss
(1) 2% of net income after
deducting exemptions
(2) A-% of income from stocks
bonds, notes, etc.
7% 1,000
500
9% 850
7% 800
1,000
86%
5% 600
1,000
2,500 200
2,500 400
{1%
1%
2,000 200
1,500 200
1,700 300
1,500 300
1,800 200
20 (3) 4
1,200 300
2,000 250
400 800 0
Ifo
(1)
1%
(2)
3,000 5,000 3%
1,000 6,000 6%
Normal taxi
1,000 12,000 7%
Surtax -normal t^x after
credit for exemptions, less
$37.50 divided by 6
TABLE V
This exemptioij is not allowed
if -
(a) Income from stocks, etc.
exceeds
:
$1500 3,000 0
(b) Total net income exceeds!
400 800 0
1,000 2,000 200
1,000 2,000 300
8 17.50 (3) 4
(deducted from tax)
(1) Reduced by 50^ in 1944 (3) Tax deduction (4) liider Annuities and Intangibles
(2) Note that these exemptions apply against the lowest brackets of income
J.K. Lasser, "Your Income Tax," Simon & Shuster, 1944, pp 56-57
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one to six per cent is the most commonly used; however, the
range betv/een one per cent to four per cent and the range
between one and five per cent follow closely.
Three of the states using the flat rate are
Massachusetts, Maryland and Vermont. This rate is imposed
on different classes of income. Massachusetts taxes salary,
wages, other compensation and net business incom.e over $2000
at one and one half per cent; annuities at one and a half
per cent also; gains from the sale of intangibles at three
per cent; and interest and dividends at six per cent. In
1943 an emergency tax was added to the total tax. Maryland
taxes investment income at five per cent, and all other in-
come at two per cent. Vermont uses a flat rate of two per
cent on the net income after deducting exemptions; also four
per cent on intangibles. Few Hampshire also imposes a flat
rate, but on intangibles only. The rate varies, depending
upon the taxation rate on general property within the state, (l)
3. Income Brackets
The above minimum rates are applied by the States
to different income groups. The $1000 is the most common
minimum bracket which is used by eight states at one per cent.
The $2000 and $3000 minimum bracket is also used at this low
rate. California sets its minimum at $5000 at one per cent,
(1) J.K. Lasser, "Your Income Tax," Simon & Shuster, N.Y.,
1944, p. 56-67
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while New Mexico set the highest bracket of all at $10,000
at one per cent also. However, Oregon applies a two per
cent minimum to $500, the lowest bracket of all, while it
progresses to seven per cent.
There is no comrr.on practice in setting up the
amounts for the net income brackets. The lowest maximum
bracket is $4000, set up by Oregon at seven per cent and by-
Utah and Iowa as well, but at five per cent. The remainder
range from $5000 to $140,000 with maximum rates ranging from
four to fifteen per cent. There are only three steps in the
Delaware progression, while there are 14 in Wisconsin. The
latter statelg first step is $1000 at Ifc, the next 11 steps
are at the following rates: l^/o, 1^%, 2%, 2^%, 3^, 3i%, 4^,
5%, 5i%, and 6%] and the step over $12,000 at 7%.
t>» Diversity of Exemptions
The purpose of the exemption is to allow suf-
ficient for the taxpayer's minimum subsistence. However,
there has been a tendency recently to lower the exemptions
to include all classes to arouse their interest in government.
Although there is no uniform amount for exemptions
and deductions for family allowances, all states permit them.
Fifty per cent of the states allow personal exemptions of
$1000 for single persons, while less than fifteen per cent
allow $1500. The remainder are below $1000 and range from
$400 to $850. Alabama allows the highest exemption, $3000,

for a married person and it is the only state to exceed
$2500. Utah allows $1200, the lowest for the same status.
Thirty-three per cent of the states allow $2500 for a married
person, while less than 25 per cent allow $2000. The remain-
der range from $800 to $1500. (1)
A group of midwestern states allow a credit against
the computed tax instead of exempting a specified amount of
income. These states are Arizona, Iowa, Minnesota, South
Dakota, and Wisconsin. $10 is the usual credit allowed to a
single person; $20, to a married person; and $4 for each de-
pendent is allowed by 60 per cent of these states. The ex-
emption and family deduction are subtracted from the net in-
come to determine taxable income.
c. Diversity of Dependents Allowance
The minimum of $200 is allowed by 22 per cent
of the states, while Massachusetts and Verm.ont, without pro-
gression rates allow $250.
An allowance of $300 is given by 19 per cent of
the states and the maximum allowance of $400 is allowed by
28 per cent of the states. Furthermore, 16 per cent of the
states allow deductions from, the tax instead of the amount
of the income.
(1) J.K. Lasser, op.cit., p. 56-57
I
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Divers ity of dividends and capital gains
There are differences of opinion as to the propri-
ety of taxing dividends, since dcuble taxation exists when
the corporation net income and its distribution of income or
dividends are both taxable.
South Carolina, Colorado and Oregon impose sur-
taxes on dividends, claiming the stock on which the dividend
is paid has not been taxed.
Wisconsin uses a "privilege dividend" tax which is
payable by the corporation at the time the dividends are de-
clared and deduction made from distribution.
There are also variances in regard to the treatment
of capital gains which are the excess of the amount received
over the cost of the property from the sale of intangibles.
The problem is whether they are taxable as a part of ordinary
net income or on a separate basis. At the 1939 Conference of
the National Tax Association there was no concensus of opinion
as to the treatment of capital gains. (1) Only three states
followed the Federal Income Tax and considered only a part of
the gains and losses from capital transactions, depending
upon the number of years an asset is held, but the Federal
government changed its percentages and Oklahoma v/as the only
state which amended its law to conform to the federal practice
in 1941.
(1) Blakey & Johnson, op.cit. p. 12-13
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5. Divergent Systems
New York and Massachusetts income tax systems are
divergent. Bases diversity is shown where the former imposes
a general income tax on residents and non-residents for in-
come secured within that state. Massachusetts imposes a
classified tax on salary, wages, other compensation, and
business income from own business; annuities; gains from the
purchase or sale of intangible property; and interest and
dividends
.
The deductible expenses from business income allowed
by New York are similar to those of Massachusetts, but the
former differs from the latter by allowing a deduction for
gifts to charity and realized capital losses.
Massachusetts allows a $2000 exem.ption for both a
single person and for both husband and wife; $500 for spouse;
and $250 for children under I8 years, or over, if physically
and mentally deficient. However, New York allows only $1000
for a single person and $2500 for a married person or head of
a family and $400 under the same conditions as Massachusetts.
A $1000 exemption is allowed by Massachusetts against inter-
est and dividends and annuities, not applicable if the total
income exceeds $1000 or if married $1500.
New York uses the progressive rate: the minimum is
2% on $1000 and the maximum 7% on $9000 and over, while Massa-
chusetts imposes a different flat rate for each classification.
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Plan for Standard Tax Systems
In state taxation discussions, the National Tax
Association which is coirposed of state tax commissioners,
other tax officers, and tax attornf»ys, assumed leadership,
A committee was appointed to prepare a Model Plan
for state taxation in 1919; this plan was revised in 1933.
Its objective was to ascertain one best tax system which all
the states might employ and set up as an accepted standard
pattern. In the opinion of the Committee, the only method
of reconciling the conflicting claims of the state is the
adoption of a diversified system of taxation which recognizes
the three fundamental principles in the tax laws of the
states as follows: "Every person having taxable ability
should pay some sort of a direct personal tax to the govern-
ment under which he is domiciled and from which he receives
the personal benefits that governments confer.
"The second principle is that tangible property
should be taxed by the jurisdiction in which it is located
because it there receives protection and other government
benefits and services.
"The third principle, is that business carried on
for profit in any locality should be taxed for the benefits
it receives." (1)
(1) R. A. Girard, op. cit., p. 53
(2) R. A. Girard, op. cit., p. 29
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Considering these principles, the Committee pro-
posed that state tax systems adopt them.
Through this plan proper classification of taxa-
tion would be secured, while intangibles would be removed
from the property tax and taxed under the personal tax.
1. Personal Income Tax
The Committee recommended that all states adopt a
personal net income tax by which every person having taxa-
ble ability should pay a direct tax to the state where he is
domiciled and from which he receives personal benefits; also,
that this tax should be levied upon residents and not non-
residents of a state upon their entire income from all sour-
ces without exception or qualification at a uniform rate.
The Committee also recommended that the personal
exemptions of the State income tax are too high and should
be made as low as possible. It does not approve of exemp-
tions as high as $1200 to $1500 for a single person, $2000
or $2500 for husband and wife and further allowances of $300
to $500 for dependents such as are authorized by some states.
It contends that the exemption of low incomes defeats the
principle of universality in the income tax. Any state can
apply universality by requiring every adult citizen capable
of self-support to file a return or statement of his income
(1) See National Tax Association, "Proceedings of Twenty-sixth
Annual Conference on Taxation", Columbia, S.C.", 1934, p. 360-361
L
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even though it be less than the amount exempted from this
tax. A charge of $2 as a filing fee would be made. Persons
above the amount exempted from the personal income tax should
pay the fee, but receive a credit for it against the amount
of any tax computed to be due.
a. Rates
The Committee contends that the personal income
tax should be levied at progressive rates varying according
to the amount of the taxpayer's net income. It suggested 1
per cent as the lowest rate, with a maximum rate of 6 per cent
for incomes in the highest brackets. It made a further sug-
gestion that the classes of income to which the rates should
apply need not be smaller than $1000 and that the maximum rate
should apply to any amount of income exceeding by more than
$5000 the authorized exem.ptions; also, that the rates as near-
ly as possible be made uniform throughout the several states.
Further, this ' committee recom^mends that information
at the source should be used where possible in collecting the
personal income tax, but collections at the source should be
avoided since it places an unwarranted burden on those paying
out money. Finally, the tax should be administered by a cen-
tral authority; a state tax commission or commissioner is the
proper agent to administer the tax. (1)
(1) R.A. Girard, op.cit., p. 59
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From the above recommendations, it can be seen
that the personal income tax presents difficulties of its
own and is not a perfect tax. Girard says that it "approaches
closely the current standards of justice in taxation and at
the same time produces important revenue." (1) Furthermore,
it is endorsed by the students of taxation as a mr?ans of
raising part of the revenues of at least of the wealthier
states
•
(1) R.A, Girard, op.cit., p.6l
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III. FSIKRAL VERSUS THE STATE INCOl^ TAX SYSTET/I
Both the state and federal governments rely heavi-
ly upon the income tax as a source of revenue as shown in
Table VI.
Except in custom duties and the property tax, the
federal and state governments have constitutionally the same
taxing jurisdiction in all important fields of taxation.
In the early part of the t^'/entieth century, the fed-
eral government extended its activities to include welfare,
education, highv/ays, and protection v/hich necessitated addi-
tional sources of revenue. It was at this time, the federal
government entered the tax fields of the states. From then
on, both forms of government proceeded to impose income taxes
without any consideration of the other, and the result was
conflicting taxation.
A. The Elimination of Conflicting Taxation
The 1935 Progress Committee of the Interstate Com-
mission on Conflicting Taxation claims that the centraliza-
tion of administration of all taxes subject to conflict in
the hands of the federal government is the best way to elimi-
nate conflicting taxation. Hov/ever, it presented three other
proposals to obtain its objective as follows: federal credits;
segregation; and intergovernmental comity.
(1) Interstate Commission on Conflicting Taxation, "Conflict-
ing Taxation", American Legislators' Association and
Council of State Governments, Chicago, 111., 1935, p. 23
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1. Centralization
Under the centralization proposal, the federal
government would collect the revenue, but would distribute
it back to the states through grants-in-aid to the lower
governments; state sharing; or state additionals or supple-
mentals which would be added to the federal tax. Under the
grants-in-aid method, the excess of the federal revenues
would be turned back to the states to subsidize state func-
tions under a considerable degree of federal control.
Under the nationally administered state-shared
taxes, duplication and inefficient tax administration could
be avoided by forcing the states out of the income tax field.
The federal government could control here by making its rates
so high that the state income tax would appear unjust and ex-
cessive. The revenue from this method could be shared with
the states on the basis of the amount contributed by the
state. Such an easy method of obtaining revenue would be an
incentive for the states to abandon their own Income taxes.
However, it might be objectionable in that it would require
all the states to submit to this method, whether they were
willing or not.
This difficulty would be eliminated if the method
of state additionals or supplementals were used. In this way,
the states could add their own income tax rate to that of the
federal rate. Thus, the expense and annoyance of two returns
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and the expensive duplication of state income audits would
be eliminated. Furthermore, it offers a simple and uniform,
as well as convenient basis of taxation. It does not permit
the equalization of the resources of the various localities.
2. Federal Credits
Interstate competition and rate cutting would be
eliminated by this second proposal of the committee. The
amounts paid under the state tax would be offset against the
taxpayers' liability under the federal tax up to a specific
percentage of the federal tax.
3. Segregation
Those advocating segregation claim conflicting
taxation would be eliminated, since there would be a complet
separation betv/een the revenue sources of the federal govern
ment and those of the states. There are those who do not ad
vise complete segregation, but increased separation of the
types of taxes which the federal and state governments might
use. In other words, each government must be assigned those
types of taxes which it is best fitted to administer. How-
ever, this would result in a lack of sufficient revenue for
the different levels of governments, while the states would
excluded from the income tax field, inuring em.ergencies , the
would be a lack of flexibility in the tax systems. (1)
(1) Interstate Commission on Conflicting Taxation, op.cit.,
p. 25.
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4. Intergovernmental comity
The last proposal of the Interstate Committee on
Conflicting Taxation, is an attempt to secure greater uni-
formity and fairness in the state taxing laws. Thus, a
state will refrain from taxing the citizens of another
state if the same treatment is accorded its own citizens.
However, the Interstate Commission claims that
there is considerable danger through centralization, since
economic groups controlling it, would serve their own in-
terests. Furthermore, that the machinery for operating such
a program would be defective. If the distribution basis
would be according to the origin of tax payments, the plan
would injure the south and western states, since their re-
sources are controlled by the eastern capitalists.
In regards to the credit plan, there are numerous
difficulties. The amount of credit would be hard to settle.
The amount of credit would have to be approved by Congress,
while the succeeding Congress, would withdraw or modify it.
However, this plan would result in a unified rate and less
federal state conflicts.
By the federal integration plan, the federal gov-
ernment would administer the tax and collect the revenue, and
federal centralization would be the result.
Finally, federal coercion of the states would be
necessary through congressional action, to eliminate the
1
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conflicting elements between the federal and state govern-
ments. For instance, under the federal credit plan, the
federal government would direct every state to Impose an
income tax^ Some of the states constitutions would have to
be revised to comply with this order.
The prospects of any of the Interstate Commission
on Conflicting taxation proposals being adopted are remote,
although reciprocity between the states in regard to the non-
taxing of each other residents would seem logical.
The Federal government has the better position over
the states. Income taxes have been successful since they
have become state adm^inistered . The states will guard their
rights in the taxation field because if the government gets
complete control in this field, the result will be a total-
arian government.
Criticism of the Propos als
However, the Interstate Commission claims that there
is considerable danger through centralization, since economic
groups controlling it, would serve their ovm interests.
Furthermore, that the machinery for operating such a program
would be defective. If the distribution basis would be ac-
cording to the origin of tax payments, the plan would injure
the south and western states, since their resources are ex-
ploited by the eastern capitalists.
In regards to the credit plan, there are numerous
1
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difficulties. The amount of credit would be hard to settle.
The amount of credit would have to be approved by congress,
while the succeeding congress, could withdraw or modify it.
However, this plan would result in a unified rate and less
federal state conflicts.
By the federal integration plan, the federal gov-
ernment would administer the tax and collect the revenue, and
federal centralization would be the result.
Finally, federal coercion of the states would be
necessary through Congressional action, to eliminate the
conflicting elemients between the federal and state govern-
ments. For instance, under the federal credit plan, the fed-
eral government would direct every state to impose an income
tax. Some of the states constitutions would have to be re-
vised to comply with this order. Under a master plan, the
federal and state governments could adopt uniform, laws as far
as their constitution would permit.
The result of decentralized government is tax con-
flicts which should be removed if the federal government were
sole administrator of taxation. However, under such conditions,
the state and local self-government would not exist. Without
some financial independence, self-government becomes insig-
nificant.
In 1941, the National Tax Association appointed a
committee on the Coordination of Federal, State and Local
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Taxes. Mr. Henry F. Long, Commissioner of Corporation and
Taxation is the chairman of this committee. Up to the
present time, the report has not been completed.
C. Solution of Tax Conflicts
Buehler is an agreement with the Interstate Com-
mission in that the income tax should be administered by the
federal government to secure coordination. By this method,
more effective administration would result, since the income
is in some cases of an interstate character. (1)
The advantages under this administration which
Buehler lists, are practically the same as those given by the
Interstate Commission, such as uniformity in the tax base
throughout the nation; the requirement of a single return to
the federal government; the avoidance of double taxation,
since all the taxpayers would be treated similarly regardless
of domicile; and the reduction of administrative expenses, since
they would be performed by the federal government only.
If justice and equality are to prevail, he contends
that all taxpayers should be taxed on their entire net income,
and not particular kinds as in some states, i^'urthermore, the
minimum of subsistence should be national and rationally defined.
The concensus of opinion is that uniform taxation
statutes, as well as uniform methods of tax administration
would eliminate multiple taxation and interstate competition.
(1) A. G. Buehler, "Public Financ°," ^T).cit., p. 26
(2) Interstate Commission on Corsflicting Taxation, op.cit.p.26
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IV. MASSACHUSETTS INCOllffi SYSTEM- -HISTORY AND PURPOSE
A . History
Taxation in Massachusetts originated over 300 years
ago in the colonial period. In the beginning, the colonists
voluntarily subscribed to the ministry, schools, constables,
and other public officers and expense.
As the revenue was inadequate, the General Court
took upon itself the power to levy taxes in 1634 when the
first general tax law was enacted in the colonies, Capital
Laws, A,5ljP.l. (1). G.L.21,2 is a revision of this
colonial law. (2) By this law, all men were taxed accord-
ing to their estate; the next year this was explained to mean
according to their ability. Thus the ability to pay principle
was introduced and today it is the basis of our modern income
tax. (3)
Since the estates were small, there was only land,
buildings, and cattle to tax. The early land taxes were
based on the product rather than the value. (4) The cattle
were taxed at fixed amounts for each kind of animal as an ox
(1) City Council of Boston (M.H.Whitmore) , "Colonial Laws of
Massachusetts" (1660-1672, Rockwell & Churchill, I889, p. 134
(2) General Court of Massachusetts, "Charters and General
Laws of the Colony and Province of Massachusetts", T,3. Wait
& Co., Boston, 1814, p.
(3) Commonwealth of Massachusetts, "Annual Report of the
Commissioner of Corporations and Taxation, 1930
(4) Davis R. Dewey, "Financial History of the United States",
Longmans , Green & Co., New York, 193I
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of four years and upward at five pounds; bull and cow of four
years and upward at three pounds; and a horse and mare of
three years, at 10 pounds; the younger cattle were taxed at
lower amounts, (1)
1. The Faculty Tax
As a supplement to the property tax, the faculty
tax was levied in 1646, Capital Laws ,A. 57, p. 23. (2) and the
revision for the colonial period is G.L.c.21,2 (3). It was
imposed on the assumed earnings of laborers, tradesmen, and
handicraftsmen according to the occupation of the taxpayer;
however, on the estates of bakers, butchers, smiths and
others it was imposed proportionally to the estates of others,
while later it was changed to a levy on the capitalized value
of their wages.
The general court experimented with the different
forms of taxation after the colony was granted a charter in
1692. The only important change in the statutes was in 1738,
St. I738-9C. 1, when the income or profit received by a tax-
payer from business, employment or money at interest were
taxed at the same rate as other personal property. Money
lent a corporation through the purchase of its bonds is a
type of money at interest; previous to I738, the capital
(1) City Council of Boston, op.cit., p. 134
(2) Ibid, p. 134
(3) General Court, op.cit., p. 69
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value of the bond was taxed, but after this date, only the
interest or profit received from such an investment was
taxed. (1)
Through the evolution of taxation during the
colonial period, there were imposed a poll tax; a real estate
tax; and a personal property tax. All of these taxes were
imposed under Capital Laws ,A. 51, p. 1 of the Colonial Laws.
(2) Under the revised laws, they are taxed under Chapter 21,
Section 2 with the exception of poll taxes which are imposed
under Section 3. (3) Lastly, there was an earned income
tax imposed. Capital Laws, A.575P.23. (2) which is under
the Revised Laws in Chapter 21, Section 2. (3) The present
income tax law is established on the same basis subject to
certain exceptions and qualifications.
2- Provision for Income Taxation
In 1780, the legislature was given the power by the
state constitution to levy proportional and reasonable as-
sessments, rates, and taxes upon persons and property within
the Commonwealth. A system of taxation was established which
existed during most of the nineteenth century. Under this
system, all real and personal estates, were taxed at their
(1) City Council, op.cit., p. 134
(2) General Court, op.cit., p.
(3) Philip Nichols, "Taxation in Massachusetts", Financial
Publishing Co., Boston, 1922, p. 87-88
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capital value, and all occupational incomes at their actual
amount. Thus the original faculty tax developed to a provi-
sion for taxing incomes from a profession, trade or employ-
ment in excess of $600; as a compromise with those who were
trying to appeal the tax, the exemption was changed to $2000.
In the present law, this $2000 is named as the minimum exemp-
tion while an additional amount is allowed for a wife and
children. (1) (2)
In the early colonial days of this country, the
general property tax was the backbone of the fiscal system
in the taxation of Massachusetts. (3) Today this local tax
still is imposed on real and tangible personal property,
while a state administered income tax is imposed on only the
income of intangible property since 1916, G.L,, Chapter 62.
Originally, the intangible property was taxed under the gen-
eral property tax. Thus the ability to pay principle is
recognized in the taxing of intangible property on its in-
come, instead of its capital value. (1)
3. Adoption of the Income Tax
The early nineteenth century marked the opening of
a commercial expansion. The increased number of corporations
resulted in an increased amount of intangible personal prop-
(1) Philip Nichols, op.cit., p. 463
(2) See page 63
(3) Commonwealth of Massachusetts, op.cit., p.
6
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erty which was 60 per cent of the state's wealth. (1) Of
course, this form of intangible personal property had always
been taxed similar to real and tangible personal property on
its capital value. This necessitated the taxpayer giving
most of his earnings on intangibles for taxes. In 1916,
after all attempts to tax intangible personal property through
direct local taxation had failed, it became necessary to ex-
empt this class of property from local taxation and tax it
through the state administered income tax, G.L.c.62, at the
fixed rate of six per cent.
B, Purpose of the Income Tax
Under the general property tax, all personal prop-
erty was taxable at the domicile of the owner and on its cap-
ital value at the same rate as real estate in the town where
the taxpayer resided. Although the tax authorities knew of
vast amount of intangible personal property, there was no di-
rect way of reaching it for taxation. The owners of this
class of property did not make returns since they were not
compulsory. The assessors in the cities and towns were un-
able to ascertain the ownership of intangible property for
taxation as it was easily concealed. In order to be taxed at
a low rate, the owners of intangible property would claim
their summer residence or a low rate town as their legal domi-
(1) Philip Nichols, op.cit. p. 429
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cile. Their true legal domicile was a large city with a high
rate of taxation. About one-fifth of the intangible property
in the Commonwealth was subject to taxation; (1) the real
estate and personal property owners bore the burden of taxa-
tion. Finally, the law required the citizens to make a sworn
return, but the majority refused to do so. For personal
reasons the assessors did not estimate the value of this
property. Even the conscientious taxpayers moved to a low
rate town and became tax dodgers; others registered as resi-
dents of a low rate town as of April first, accepted a favor-
able rate and departed.
1. Double Taxation and Evasion
Furthermore, the owners of intangible property con-
tended that taxation on its capital value was unfair and
double taxation. The property of the corporation was taxed
where it was located and its stock was taxed to the stock-
holder on its capital value. The result was that the tax
amounted to over half of the annual return from the taxpayer's
property; everyone avoided the payment of this tax by not de-
claring its ownership. However, at the death of a taxpayer,
the probate records disclosed such ownership.
In the middle of the nineteenth century drastic
statutes were enacted to compel the owners of intangible
(1) Philip Nichols, op.cit., p. 429
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personal property to disclose its ownership to the assessors.
The result was unsuccessful as the taxpayers either moved to
low rate towns or to states where the rates were lower. (1)
Through experience Massachusetts learned that a
uniform property tax including intangible personal property
could not be enforced. The taxation system needed reform
and the state senate requested the opinion of the Supreme
Court as to the constitutionality of imposing a three mill
tax on intangible personal property in I908. However, the
Supreme Court ruled against the constitutionality of the pro-
posed statute in 109 Mass. 607 since it violated the require-
ments of proportionality in taxation. (2)
2. Enactment of the Income Tax
After repeated attempts to tax intangible property
at a lower rate than real and personal property, a remedy
was available by the adoption of the Forty-fourth Amendment
to the state constitution in 1915 authorizing the levy of a
tax on incomes. The income tax was enacted on May 26, 1916,
G . L. c • 62
•
Unlike the federal income tax law of 1913, it was
not intended for additional revenue or aimed at the wealthier
classes; however, it was intended as an equalizer of taxation
(1) Philip Nichols, op.cit., p. 429
(2) Income Tax Lectures
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and a means of retaining capital within the state. Thus the
tax on intangible property was reduced to six per cent on the
income from all kinds of intangible property, while previous-
ly it was taxed on its capital value at a variable local rate
amounting to 30 to 50^ of the income.
C. Nature of the Incoir.e Tax
The Massachusetts income tax is based on the nature
of the income received, as well as the size of the income.
An examination of the second basis before considering the
first basis, leads to a better understanding of this subject,
1. "Size of the Income " Bas.is
It is the size of the income in the salary, wages,
and business class which determines whether there is an obli-
gation to file a return. If a person has no other income of
a taxable nature, and the gross receipts from this class of
income is less than $2000, a return is not required. If the
entire income from all sources, taxable and non-taxable as in
the case of a single person is less than $1000, or in the
case of a married person, where the combined income of the
husband and wife is less than $1500, there is an exemption
froir the tax on the interest and dividends, as well as the
annuities, of $1000.
The claim for exemption is optional and must be ac-
companied by a signed statement setting forth the entire net
income, taxable and non-taxable. However, this exemption
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does not apply to the profits from the sale of intangibles.
The tax on such profits must be paid in full even if there
is no other income.
a» Effects U£on The Tax
The size of the income effects the tax in
three ways. First, it determines who should file a return on
salary and business income, when no other income of a tangigle
nature is received. Secondly, it provides under certain con-
ditions, an exemption from the tax on interest, dividends,
and annuities. Thirdly, it determines the amount of the tax,
when the amount of taxable income is known and placed in the
proper category according to its nature, and multiplied by
the rate of tax for its particular class.
Thus it can be seen that the size of the income is
used in the Massachusetts income tax structure as a measure
of the amount to pay after the taxability of the income has
been decided upon an entirely different basis. It also de-
termines whether a person should file a return of income from
salaries or business, since an individual has a statutory
exemption of $2000, which applies to such income. Where the
income is less than $2000, no return is required.
t>. The $1000 Exemption
The so-called $1000 exemption is optional
and a statutory provision, which allows an exemption against
the first $1000 of income from interest and dividends or an-
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nuities. Its purpose is to prevent the individual income
from this source being reduced below $1000, while in the
case of a married person, below $1500 (combined husband and
wife) by the income tax. To be allowed, a detailed state-
ment of every item of income must be signed, as the claim
and the statement are made under penalties of perjury.
From the above examination of the ways in which the
size of the income effects the filing of the return and the
tax itself, can be seen that the size of the income holds a
secondary place to the fundamental principle, the nature of
the income, except in the calculation of the tax.
2. "Nature of the Income " Basis
The determining factor in the taxability of the in-
come under the Massachusetts income tax law, is the nature of
the income. This is so, because the primary purpose for the
adoption of the income tax was to relieve the burden on real
property which still bears the major portion of the tax.
The background of this effort to enact the income
tax as a means to reach intangible personal property and to
make it bear a more proportionate part of the tax burden has
already been discussed. (1) Here it is shown that tax eva-
sion and double taxation existed previous to the enactm.ent
of the income tax.
(1) See p. 51

57
D. Extent of the Income Tax
Chapter 62 of the General Laws of Massachusetts,
and the amendments thereto, is the income tax law. It sets
the boundaries for the tax and provides for its enforcement
and administration. The provisions of the law derive its
sanction from the Forty-fourth Amendment to the Constitution
of Massachusetts,
This income tax law extends to every inhabitant of
Massachusetts who receives a taxable income. Under the blanket
requirement to file returns, its provisions extend to individ-
uals, partnerships, trustees, other fiduciaries, and certain
associations with transferrable shares. Under this law, the
time is set for filing of returns, as well as the penalty for
late filing and fraudulent returns.
1. Requirements of the Law
The income tax law provides that notices setting
forth the requirements to file returns be posted in each
town and city in public places, several months before the
final date for filing. It also provides for the assessment
and the warranting of the tax to the Collector; besides, the
date for the payment of the tax; the manner of payment; and
the interest rate to be charged on the taxes after the due
date. Furthermore, it provides for the personnel, sufficient
for the proper administration of the law; penalties for the
disclosure of information on the returns by the personnel to
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anyone not entitled to such information; collection of the
taxes; and its distribution to the cities and towns.
The taxpayer is required by law to keep proper re-
cords of his income which must be available for audit by a
properly qualified deputy of the division. In the law is
found the legal recourse to compel the taxpayer to produce
his records, if he refuses to do so.
The audit of the returns on file and the period of
time in which an additional assessment can be legally made is
set forth in the law. Further provision is made as to the
notices to which the taxpayer is entitled, where an additional
assessment is to be imposed and the number of days between
notices.
Provisions for the abatement of taxes under certain
circumstances and the time to which abatement claims are limit-
ed are made by the law under which appeals can be made to the
Director or Commissioner of Corporations and Taxation for a
hearing. Still further appeal can be made by the taxpayer to
the Appellate Tax Board or the Supreme Court.
The above provisions reveal the extent of the law as
the requirement of the income tax division have decided it to
be. Many of the provisions have been challenged in the Courts
and have been upheld. Among these are? Tax Commissioner v.
Putnam, 226 Mass. 522; Maurice A.Duffy <Sc others, 234 Mass. 42;
and George S. Raymer v. Tax Commissioner, 239 Mass. 410.

59
V. MASSACHUSETTS INCOME TAX SYSTEM—SPECIFIC PROVISIONS
A. Development
The Forty-fourth Amendment to the constitution of
this commonwealth approved and ratified by the people in
1915, authorized the Massachusetts income tax. It is phrased
in the following languages
"Full pov/er and authority
are hereby given and granted to the general court to impose
and levy a tax on income in the manner hereinafter provided.
Such tax may be at different rates upon income derived from
different classes of property, but shall be levied at a uni-
form rate throughout the comm.onwealth upon incomes derived
from the same class of property. The general court may tax
income not derived from property at a lower rate than income
derived from property, and may grant reasonable exemptions
and abatements. Any class of property, the income from which
is taxed under the provisions of this article may be exempted
from the imposition and levying of the proportional and
reasonable assessments, rates, and taxes as at present author-
ized by the constitution. This article shall not be construed
to limit the power of the general court to impose and levy
reasonable duties and excises." (1)
(1) "Annual Report of the Commissioner of Corporation and
Taxation," Commonwealth of Massachusetts, 1930, Public
Document No. 16, p.
2
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Unlike a general income tax law, the Massachusetts
income tax law is a series of special income tax laws. In
order to avoid double taxation, income from certain sources
is exempt from taxation as rentals from real estate. Although
the income tax is limited to taxation of certain classes of
income, the amendment is not so limited, since it authorizes
the taxation of every class and description of income at any
time.
Under this amendment there are certain limitations
upon the taxation of income, as the uniformity requirement
throughout the state upon incomes derived from the same class
of propierty. For this reason, a graduated income tax, similar
to that of the federal government, is prohibited.
Income Classifications
Salary, wages, other compensation and business in-
come over $2000 gross income.
Annuities
Gains from the purchase or sale of intangibles
Interest and dividends
An individual return must be filed by an inhabitant
of Massachusetts if he received during the prior calendar
year any of the above classifications of income.
The income tax law relates to every individual who
is an inhabitant of Massachusetts and applies to all taxable
income received while such an inhabitant. An inhabitant is
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a person whose domicile or legal residence is in Massachu-
setts. Persons moving into Massachusetts during the taxable
year must pay a tax on all income received after acquiring
domicile in this state. Persons who intend to remove their
domicile from the state at any time during the year are tax-
able on the income received to the date of departure and must
file a return and pay taxes on such income.
a. The salary, wages, and business income class
includes all diverse forms of professional and business in-
come and is as varied as the business and professional life
of the state. However, this great field of activity, pro-
duces about 20 per cent of the total income tax revenue. (1)
This is the result of a low rate of taxation and large exem.p-
tions and deductions. Once the nature of the income is ruled
to be business income (rents excluded), the rate is uniform.
The expenses and deductions may vary according to the type of
business, and the family status of the taxpayer; however, they
determine the amount of net income to be taxed, and not the
nature of the income or the rate of tax.
Under the Massachusetts law, it is only from busi-
ness income that the statutory exemption for self or family
can be claimed. It is against this type of income that the
federal income tax, social security or state income taxes can
be deducted.
(1) See p. 95

(a) Taxable Income
Net income from the operation of a business
Compensation for services
Yearly rental value of living quarters and
board or other allowances compensation.
Commissions and fees
Retirement allov/ances received from the
comrionwealth
,
county, city, town or dis-
trict or from any person (not expressly
exem^pt by statute)
Bonus or payment which is deducted by an
employer as an expense on any return
Business income received by an executor,
administrator or other fiduciary not sub-
ject to taxation in Massachusetts and paid
to the taxpayer.
Income received or accrued from any part-
nership not doing business in Massachusetts
Income from a Massachusetts partnership dis
solved or reorganized
Payments received as royalties
Gain from the sale of capital asset (except
stock in trade and intangibles)
Amount received as insurance on account
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losses of stock in trade by fire, theft
or other casualty in excess of loss.
(b) Exemptions
$2000 allowed by law. This exemption is
never prorated
Rental of real estate
Mortgage secured exclusively by real es-
tate taxed in Massachusetts and not ex-
ceeding the assessed value.
Gift or bequest not contingent upon per-
sonal services performed or to be performed.
(c) Deductions
$500 if living with wife or husband during
the entire taxable year, otherwise pro-
rated for part of year applicable.
$250 for taxpayer's own children who have
not passed their eighteenth birthday and
entirely dependent upon taxpayer for sup-
port, or over eighteen years of age and
incapable of self support because of mental
and physical deficiencies. A part of a
year would be prorated if child were born
during the taxable year.
$250 for the taxpayer's own parents who
are entirely dependent upon and supported
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]?y the taxpayer.
Prorate for part of year.
Loss during the year from sale, or by
fire, theft, or other casualty (not com-
pensated by insurance) or from payments
on claims in lav; or equity incurred in
the business (not compensated by insur-
ance) .
Depreciation or obsolescence upon capital
assets (tangible property) used in the
business. A proration of the cost based
on the estimate life of the asset is.
allowed.
Depletion is allowed only in cases of min-
ing, quarrying or other such enterprises
where some natural deposit is being de-
pleted or where the income reported is de-
rived in whole or in part from copyrights
or patent rights. Depletion is computed
on the estimated life of mine, quarry, etc
or the duration of the copyright or patent
Proration is allowed each year. Losses
from accounts receivable determined to be
worthless and arising from business subse-
quent to December 31, 1915. Such losses

65
must have been actually charged off dur-
ing the past year as worthless accounts.
% of the last assessed value of tangible
property situated within Massachusetts
(less the amount of all mortgages thereon)
owned by the taxpayer and used in the
business
.
All taxes paid within the year to the
United States government, county, state,
city, town or district with respect to the
business
Allov/ance for contributions paid by the
taxpayer to the United States Social Secur-
ity Act, Railroad Retirement Act or the
Massachusetts Unemplojrment Insurance Act,
as well as the retirement paid by the tax-
payer into the state and city retirement
funds
,
Interest paid on business indebtedness.
The expenses of the business paid within
the year (general).
Ordinary repairs of the property owned and
used in the business,
b. Annuities, the second classification, are the
right to receive by contract, a fixed sum annually during the
k
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life of the taxpayer. It is not based upon the earnings of
a fund, and the nature of it is determined by the contract.
They are generally received from insurance companies, but
it is not unusual to find an annuity contract in payment of
a business enterprise. Annuities come within the provision
of the so-called $1000 exemption. (1)
Before the enactment of the Income Tax Law, this
class of income had been taxed for over 80 years under the
general property tax on its capital value at the local rate
which averaged about 1,8% according to the residence of the
taxpayer. An annuity is the right to receive annually or at
other regular intervals, a definite sum of money, contingent
upon the taxpayer's continued life and chargeable against a
person or corporation and not restricted to the proceeds of
a fund. (2)
(a) Taxable Income
Annuities given by a will are not exempt
from taxation on the ground that it is a
legacy.
Proceeds of an insurance fund payable to
a designated beneficiary in fixed annual
amounts during his life.
Charge or condition attached to a gift or
devise providing for the annual payment
(1) See p.
(2) Philip Nichols, op.cit., p.
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to the donee or devisee of a fixed sun to a
third person.
Exemptions
Payments made yearly or in fractional parts of
a year by Massachusetts executors or trustees
according to the provisions of wills or deeds
of trust.
Payments made to beneficiaries under the insur-
ance policies if the beneficiaries had elected
to receive these payments in installments.
Annuities from Massachusetts Savings Bank Life
Insurance Retirement allowances or pensions
paid for past services, expressly exempt by
statute.
Pensions granted by the United States govern-
ment.
Alimony is not taxable as an annuity.
Payments of a fixed sum annually from the in-
come of any particular property by an executor,
administrator trustee.
Schedule H applies to this class of income where
the taxpayer's total income from all sources,
both taxable and non-taxable does not exceed one
thousand dollars and the combined income of hus-
band and wife during taxable year from all
sources, both taxable and non-taxable, does not
exceed $1500.
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c. Net gains from the purchase or sale of in-
tangible personal property
In the third income class are gains from the sales and
purchases of intangibles. The nature of the gains is the
sole test, while the size of the income from this source,
has no bearing as to the requirement to file. There is no
exemption from this tax; the amount of the gain must be re-
reported and the tax paid regardless of the amount of income.
In order to reach the First World War profits from
speculation, this class of income was taxed under the in-
come tax lav/. The opposition claimed this tax was uncon-
stitutional because capital was increased through buying
and selling securities. However, the court ruled that this
class of income was to be included under the Forty-fourth
Amendment, but it is taxed at a lower rate than intangible
personal property.
Only actual gains and losses are reported for taxation.
All amounts received as winnings from lottery drawings are
included under this class after deducting the cost of the
lottery ticket..
(a) Taxable income
Total amount received from the sale of
rights
.
The amount received in the exchange of
stocks and bonds for other property.
Ik
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(a) Taxable Income (continued)
The gain realized at maturity on bonds
or notes purchased below par. This
applies to calls also. Net gains from
purchases or sale of stocks, bonds,
securities or other intangible personal
property paid to the taxpayer by an ex-
ecutor, administrator, trustee or other
fiduciary outside the State. Amount re-
ceived for goodwill from the sale of a
business.
Gain from the selling of stock dividends.
Amounts received as winnings from lot-
tery drawings, sweepstakes and the like.
Interest and dividends
Previous to the enactment of the income
tax law, this class of property was taxed
locally on its capital value; at present
it is taxed under state administration on
its income.
Income is received when paid in cash
or check or when credited by a bank,
broker, agent or upon a running account.
All interest received must be reported by
the taxpayer; debit and credit interest

cannot be offset, but must be reported.
It is in this class that the problem
of liquidating dividends presents itself.
Under the Massachusetts law, no distribution
of capital can be taxed; therefore, when a
corporation liquidates, the stockholder is
entitled to receive the entire par value or
stated value of his stock without paying a
tax. However, if he receives more than the
par or stated value, the excess is taxable
as a dividend. The cost to the taxpayer of
the liquidated stock has nothing to do with
determining the nature of the income re-
ceived.
In none of the various types of income
except possibly the profit from the sale of
securities, does the problem of deciding th
taxable nature of income present such diffi
culties. When interest is paid to a broker
or on a collateral loan; or on a note not
secured by real or tangible personal proper
ty; or on life insurance policies, a deduc-
tion will be allowed from taxable interest
or dividends in the proportion that the taX'
able interest and dividends reported in
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Schedule F up to 80 per cent of the taxable
interest and dividends. The claim is op-
tional, and if made, must include in this
schedule, a complete list of all income tax-
able and not taxable and the' amount of in-
terest paid and to whom.
Interest (a) Taxable Income
Interest of every kind received by a
taxpayer or credited to his account by
a bank, bank institution, individual,
firm or corporation.
Interest on the so-called "tax refund
bonds".
Any portion of income from a partnership
not doing business in Massachusetts
which accrued from taxable interest.
Interest received or credited to all ac-
counts in National Banks.
Include interest received or credited to
all checking accounts in Trust Companies.
Interest received from mortgage loans
secured by real estate in Massachusetts
by which the stated amount of the mort-
gage (plus all prior mortgages) exceeds
the last taxed value of the real estate.
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Interest received from mortgage loans
secured by property situated outside
Massachusetts
.
(b) Non-taxable Interest :
Bonds or other obligations of the United
States .
Bonds, notes and certificates of indebt-
edness of the Commonwealth of Massachu-
setts issued since January 1, 1906 and
marked Tax Exempt
.
Bonds, notes and certificates of indebt-
edness of counties, cities, towns and
districts in Massachusetts issued on or
after May 1, 1908 and marked Tax Exempt.
Bonds, notes and certificates of indebt-
edness which are secured exclusively by
recorded mortgage of real estate in Mass-
achusetts which real estate is assessed
to the full amount of the bond issue,
mortgage note or certificate of indebt-
edness plus all prior mortgages.
Deposits not exceeding $4,000 (or deposit
and accumulated interest not exceeding
$8,000) in a savings bank in Massachu-
setts, and all savings bank deposits in
I
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(b) Non-Taxable Interest (Continued)
Maine, New Hampshire, Vermont and Connec-
ticut.
Deposits in all savings departments (not
interest departments) of Massachusetts
Trust Companies if within the legal limit
and on deposits (not annuities) in a
Massachusetts Hospital Life Insurance
Company.
Interest from co-operative banks in Mass-
achusetts .
Interest on deposits in the Postal Savings
Banks
.
Mortgage interest on real estate in this
state is not taxable, where the principle
of the mortgage does not exceed the as-
sessed valuation of the property.
Interest on federal, state, and municipal
notes and bonds.
(c) Deduction
The taxpayer, other than one whose sole
business is dealing in securities, is al-
lowed a deduction, called the interest
deduction (optional).
k
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Interest Deduction:
(1) Taxable interest and
dividends Less Foreign
Fiduciaries
Total income including
taxable and nor-taxable
(interest and dividends
and rents from real
estate)
(2) 80fo of the total taxable
dends less interest and
from any fiduciary not s
in Massachusetts.
The lesser amount,
is deducted from the tot
and dividends and the re
interest and dividends.
X Amount of inter-
est paid by the
taxpayer upon
indebtedness, o-
mitting-
(1) Interest on
such indebtedness
as was secured by
mortgage or pledge
of real estate or
tangible personal
property.
(2) The interest
on indebtedness
for which the tax-
payer is entitled
to claim deductions
from business in-
come.
interest and divi-
dividends received
ubject to taxation
either (1) or (2)
al taxable interest
suit is the taxable
Dividends (a) Taxable Income
Dividends paid tn cash, in scrip, in
government bonds, or if in stock of other cor-
porations are taxable at a fair market value
of the property received.
Dividends are taxable on shares in all
corporations, joint stock companies, and banking
associations organized under the laws of any
state of nation.
r
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Dividends credited by a broker to
a customer's account, as a part of marginal
or other trading, though not paid over, and
even though subsequent transactions may re-
sult in the entire loss of the credit.
Dividends held in pledge or on
margin or otherwise, by an agent or broker
as security for a debt of his principal,
whether standing in the name of the principal
or any other person are taxable to the prin-
cipal.
Any portion of income from a part-
nership not doing business in Massachusetts
which accrued from taxable dividends.
Dividends received from estates or
trusts not subject to taxation to the fidu-
ciary in Massachusetts.
Stock dividends paid in stock of
other corporations,
(b) Hon-taxable Income »
The distribution of capital, whether
in liquidation or otherwise, is not taxable as
income, but accum.ulated profits are not regard-
ed as capital. Dividends in reduction of capi-
tal and dividends in liquidation of a corpora-
I
tion, the capital of which has been impaired,
are not taxable. If the amount distributed
in liquidation is in excess of the par value
of the stock, the excess is taxable as a divi-
dend even thoup^h the stockholder received less
than he paid for the stock.
Dividends on shares of such partner-
ships, associations and trusts having trans-
ferrable shares as have filed an agreement
with the Commissioner to pay the tax direct.
Dividends received from co-operative
banks, building and loan associations and
credit unions chartered in Massachusetts; also
savings and loan associations under the super-
vision of the commissioner of banks.
So-called dividends upon insurance
policies are not taxable as they are merely
the return of over-payments of premiums,
(c) Exemption - Schedule H
When a taxpayer's total income from
all sources, both taxable and non-taxable,
during the calendar year being reported, did
not exceed $1,000 and the combined income of
the taxpayer and wife or husband during the
same year from all sources, both taxable and
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not taxable, did not exceed $1500, an exemp-
tion from taxation on income taxable under
Schedule C (Annuities and E (Interest and
Dividends) is allowable. (1)
2. Rates of Taxation
Rates Classes of Income
l-tfo Salary, wages and business income (over $2000)
^0% Profit from the taking of real estate by pur-
chase or eminent domain by the state, county,
city, or town within one year of its acquisi-
tion.
1^ Annuities
3^ Gains from the purchases or sales of intangible
personal property
6% Taxable interest and dividends



VI. MSSACHUSSTTS INCOME TAX SYSTEM—ADMINISTRATION
A. Organization
The Income Tax Division of the Department of Corpo-
rations and Taxation is in charge of a Director and an as-
sistant director who supervise the work of 250 employees of
the division relative to the assessment of income taxes.
The nine distinct sections within the division are admin-
istration, individual assessments, fiduciary assessments,
partnership assessments, collection of taxes, domicile,
auditing, correspondence and abatements. In addition there
are nine district offices located in Brockton, Cambridge,
Fall River, Fitchburg, Lowell, Pittsfield, Salem, Spring-
field, and Worcester.
In the nine sections of central office, the
functions involve the assessment of individuals, associations,
fiduciaries, and partnerships, as well as the billing of the
taxes. In these functions are included desk and field audits
of returns and the review of applications for abatements on
over-assessments and refunds of overpayments.
B, Functions of the Sections
1. Administration Section
Under the supervision of this section are the
filing, stencil, information, mail, telephone, and photo-
stat units. The filing record showed there were 579,071
returns indexed for 1942.
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This section also receives and reviews requisitions
for purchases and keeps a record of the Income Tax Division
expenditures.
a. Information at the Source
Since, the income tax division is entrusted with
the administration of this law, it requires not only the fil-
ing of returns, but, information at the source. By this
method, corporations, banking associations, partnerships, as-
sociations or trusts must furnish the income tax division with
certain information as required by law. Thus, the names of
all individuals, residents of Massachusetts, to whom salaries
of $2000 or over are paid; as well as interest, dividends, or
annuities are reported to the income tax division on special
information cards. Where the stock is in the hands of a
broker, the name of the actual owner, together with the num-
ber of shares, the name of the stock and the dividend paid,
will be reported by the broker to the income tax division.
This extension of the law to the sources of in-
formation as to taxable income paid to a Massachusetts resi-
dent is of great assistance to the division in the adminis-
tration of the law; it is from this source, that most of the
delinquent cases' originate.
2. Assessment Sections
The procedure in making assessments is the same
for the individuals, fiduciaries, associations and partner-
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ship returns.
The returns of income are assessed to the taxpayers
as filed v/ith the Income Tax Division. If during assessment
the clerk has information at the source or any other reason
to believe that the taxpayer* s income is in excess of the
amount reported, the return is referred to the Correspondence
Section. In this v/ay the taxpayer is notified of discrepancy
and given an opportunity'' to explain the difference.
The division is not bound to accept the taxpayer*
s
figures if it is not satisfied that they are correct and may
assess the return upon the evidence that the department has on
hand. The taxpayer may apply for an abatement within six
months after the assessment date, if he feels that he has
been over assessed.
All returns received during the year are assessed
by September 1 so the taxpayer will have the thirty days re-
quired by law in which to pay the balance of his tax.
3. Auditing
Any return may be verified by an auditor or dis-
trict office assessor within two years before September
first. For this purpose, the books and papers of the tax-
payer shall be open to the examining officer of the Income
Tax Division, or shall be produced upon a summons which the
Commissioner or the examining officer may issue.
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a# Fundamental AUditinj^ Requirement
The most important angle of the income tax
auditing is the law. Experience in auditing discloses that a
thorough knowledge of the law and the regulations v/hich in-
terpret the law, is a fundamental requirement for the most
satisfactory results in auditing. The tax is based upon the
income tax lav/ which must be thoroughly understood to make a
complete audit.
The taxpayer's errors in figuring his tax is a
minor part of the additional taxes secured through auditing,
while misinterpretation of the law by the taxpayer, or his
agent, produces the major portion of the additional taxes.
The last is due to the mistakes usually found in the border-
cases where the border line of the Federal law is mistaken
at times for that of the state. It is essential to make a
thorough examination of the original record and have a thorough
knowledge of the law in order to make a complete audit and
identify such items as taxable income.
The auditor's work sheet should contain any in-
formation necessary for future reference; unusual items of
a doubtful nature and all the circumstances surrounding it.
b. Outstanding Audits
In regards to the income tax law, the following
incomes were found in the borderland through auditing: div-
idends in liquidation; the costs of securities sold and ex-
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changed; the sale of a business reporting on a cash basis;
dividends claimed to be paid out of capital; income from
foreign fiduciaries; dividends paid in notes or in kind;
trust income where the remaindermen are non-taxable charita-
ble institutions; annuities from the earnings of trust funds
when an education institiiion is the remainderman; insurance
premiums paid as part of a salary agreement.
. To further illustrate this point/ a few cases are
listed here:
1. A IVIassachusetts corporation was in the process
of liquidation during 1940 and 1941 and paid taxable dividends
in liquidation both years. The stock was rather closely held
by the officials of one of the most efficient business organi-
zations in the country. Yet the audit of the returns of these
officials showed that not one reported the dividend in liqui-
dation correctly, since the excess they received over the par
value of the stock was taxable as a dividend. Over 30 returns
were in error because of the failure of those who filed the
returns to know the income tax law.
2. A number of years a resident of Massachusetts
left in trust with one of our educational institutions over
$100,000. This sum was to be held in trust, invested and re-
invested, and the entire income paid over to his wife for
her life, ^t her death, the principal of the trust was to
go to the educational institution.

The trustee treated the payment to the beneficiary
as an annuity and sent in an information card to the divi-
sion for several years, reporting the payments as an annui-
ty. In the audit of the beneficiary* s return, it was no-
ticed that the annuity was exceptionally large and the auditor
sought the origin of the annuity. The accounting firm pro-
cured a copy of the will which established the trust. An
examination of the will showed conclusively that the income from
the trust fund should be taxed at six per cent. After a con-
ference with the bursar of the college returns were produced
from the trust and a payment of the six per cent tax on the
income from the trust. The bursar said that they had not
understood the law.
3. For several years, a taxpayer claimed as in-
terest paid out in Schedule F, interest paid on a Federal
tax deficiency. The auditor disallov/ed the claim as con-
trary to law. After some discussion as to the nature of
the debt, the taxpayer agreed to the additional assessment.
He had the correct information available in a tax service,
but he decided upon his interpretation of the word "debt"
without consulting the income tax law or rulings of the
department
.
The above cases prove conclusively that the audi-
tor cannot take for granted a complete knowledge of the law
on the part of the taxpayer; he must knov/ the law and audit
accordingly.
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4. Collection Section
All taxes assessed by the Department of Corporations
and Taxation are collected by the Collection Section of the
Income Tax Division, except the payments which were made at
the district offices.
Chapter 350, Act of 1933 requires one half of the
tax due to be paid when the return is filed and the other
half on the following October first.
Returns are assessed and bills mailed to the tax-
payers by September first of the year in which the return is
due. This gives the taxpayer 30 days from the date of the
bill to pay the second half of the tax due on October first.
After assessment, bills for the tax due amount are certified
to the Collector of the Income Tax on a warrant for collection
and then charged on the ledgers.
If the first payment is not made before liferch 15
of the year in which the return is due to be filed, interest
at the rate of one-half per cent per month or major portion
thereof, accrues to the date of payment. If the second pay-
ment is not pa id on the due date, October first, interest at
the rate of 6 per cent per annum accrues on the unpaid bal-
ance. If after 16 days or a reasonable length of time, the
tax remains unpaid^ a demand notice is sent to the taxpayer
and he is given 14 days to make payment of the tax due.
Then if payment is not made, a warrant is issued and given

to a constable or authorized officer for service of collec-
tion. This v/arrant calls for the seizing of the taxpayer's
goods other than those used in the household. If no goods
are available for seizure and the taxpayer is unable to make
a payment, the officer serving the warrant may commit him to
the Jail in the county where he is located. Here the tax-
payer must remain until all fees and charges are paid.
Before taking the taxpayer to jail, he is first
given the right to furnish an authorized bond v/hich must
provide for payment within 30 days the tax due and charges
|
After he is committed to jail, he may ask the jailer to re-
lease him for supplementary proceedings in the poor debtor
court. The officer who commits the taxpayer to jail must
furnish the jailer with the taxpayer's support at the rate
•of $1.75 per week. If the officer does not do this, the
jailer may release the taxpayer imm^ediately
.
d. Distribution of Taxes
Under Chapter 62, the amount collected by the
Incom.e Tax Division is distributed by the Treasurer of the
Commonwealth annually after deductions have been made for the
division's administrative expenses; a sufficient sum for edu-
cational purposes and annual abatements under this chapter.
The remainder is distributed to the cities and towns to re-
duce the tax on real estate and tangible personal property.
In 1943, the total Incom.e tax collections amounted
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to $24,615,360.58; the 13% additional tax is figured on the
total tax. 13 percent of this additional tax was distribu-
ted to General Fund and three per cent to old age assistance.
21 per cent of the normal tax was distributed for school
purposes; 75 per cent, to the cities and towns; while three
per cent was applied to the administrative expenses of the
division.
5. The Correspondence Section
By personal interviews and correspondence, returns
are obtained from delinquent taxpayers. If a taxpayer does
not file a return v/hen requested to do so, this section im-
poses an estimate or double tax.
6. Abatement Section
This section reviev/s all the applications and claims
for abatem.ents. These cases originate mostly during the
assessment and filing periods; others are received from tax-
payers in the district offices and are sent to this section
for completion.
7. The Domicile Section
All claims for non-residence in Massachusetts are
reviewed by this section whose responsibility it is to decide
whether the taxpayer* s legal residence is Massachusetts or
elsewhere
.
8. District Offices
The functions of the district offices are similar
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to those of the central office. Their purpose is to facili-
tate the filing of returns by the taxpayers in the districts;
they also assist in the collection of payments and conduct
field audits. During the filing period between January first
and March first annually, the personnel in the district office
set up temporary offices in several municipalities throughout
their respective districts.
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yil. A CASE STUDY OF 500 INDIVIDUAL INCOME TAX RETURNS
A. The Study
For this study the writer, without a preference,
-removed and checked 500 consecutive 1942 assessed returns
from the alphabet ically-numerically arranged' files of the
Massachusetts Income Tax Division.
This study is a cross section of the whole income
tax structure which gives a better understanding of the make-
up of the total income from this sample. It reflects the
revenue possibilities of the different classes of income and
their relative importance.
The follov/ing facts were found by the writer:
In Table VII, it can be seen that the net income of
unearned income is three tiF:es as large as that of earned in-
come. The net income from the interest and dividend classi-
fication is the largest and it is 70 per cent of the total
net income. The annuities has the lowest net income, two
per cent, while the gains from the sales or purchases of in-
tangibles is only one per cent higher. Thus it can be seen
that the unearned income section equals 75 per cent of the
total net incomes,
1, Item Frequency
An analysis of Table IX, the Frequency Table, shows
that there are 626 different income items reported in the
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M^KiS-UP OF JKCOMS IN CASE STUDY
$2000 llOOO Family Taxes & Total axemctiuns
Grose Income .Sxemption Exemption Bt duo tions Social Seouri ty & Deductions Net Income iwerage
JSarned Income
Salary, wages, etc
Business income
To tal
798,789.08
175.445.25
974,254.33
Unearned Income
Annuities
Gains from purchace &
sale of intanfc;ibleB
Interest and dividendii
To tal
To tal Gross Income
Total Jixemptions and Deauctions
Total Net Income
$ 13.372.13
14,426.51
404.851.52
*432,630.16
1532,000
128.000
8!
20,104
.67
.17
#6,026
2.014
#687,659.67
150.118.17
660,000 0 3-69,737 .84 8,040 #837.777.84
0 $3,000 0 0 $3,000
0
0
0
0
21.000
#24 ,000
oloo
o|o
o
21 . 000
#24,000
#111,129.41
25,327.08
#156,456.49
T|kBL£ X
# 10,372.13
14,426.51
385.831.52
$545.086.65
$1.406, 864 »49
861,777.84
#545,086.65
#417.78
395.74
545.90
288.53
1,690.88
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500 returns checked by the writer. This is due to the fact
that some taxpayers received more than one class of income.
The total earned income items are 5 3 per cent,
while the unearned incom.e items are 47 per cent of the total
number of income items reported. The individual classifica-
tions show the following percentages of total items: salary,
v/ages and other compensation division combined with that of
business income is 53 per cent; the interest and dividends
classification, 36 per cent; the annuities class, three per
cent; and gains from the purchases or sales of intangibles,
8 per cent.
a. Earned Income
Under earned income, the salary, wages and
other compensation class shoves 18 taxpayers who reported a
gross income less than $2000, the required amount necessita-
ting the filing of an income tax return under this classifica-
tion. Since these items were reported by the taxpayers in
their returns, they have been included in this study.
In the salary, wages, and other compensation
division of earned income, the number of income itemxS de-
creases sharply after the 0-$3000 range as the amounts of the
ranges increase. However, there is an exception in the S5000-
$10000 range, which shovi/s a 15 per cent increase over the previ-
ous range. Then, there are only three items reported in the
$10000-$250000 range and none for the remaining ranges up to
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the $5000-$90000 range.
Unlike the above division of earned income,
the business income division, shows its highest items to be
in the $3000-$4000 range. In the remaining ranges, there are
not over three items reported and only one in the $60000-^^90000
range
.
b. Unearned Income
The highest number of itemis in each class of
the unearned income section is found in the lowest range,
0-$100. In the next range, the following decreases are noted:
84 per cent in the interest and dividends classification; 75
per cent in the annuities classification; and 94 per cent in
the gains from the purchases or sales of intangibles. How-
ever in the next range, $150-$300, each class of income more
than doubled itself over the previous range.
There is a decided downv/ard trend from here to the
$1000-$2000 range, where the interest and dividends classifi-
cation increased 400 per cent in items; the annuities, 300
per cent; and gains from the purchases or sales of intangi-
bles, 200 per cent over the previous range.
Another downward trend followed until the $5000-
$10000 range is reached, where there is a sharp increase over
the previous range of 400 pei" cent in the interest and divi-
dends classification; no change in the annuities; and a 100
per cent increase in the gains from the purchases or sales of
I<
I
i
100
intangibles. There are sharp decreases from here to the
highest range, $50000-S90000, where there is only one item in
the interest and dividend classification and none in the other
two classifications.
c. Highest Number of Items
The highest number of items is found in the
earned income section in the lowest range, $2000-$3000, of
the salary, wages, and other compensation division. It is
26 per cent of the total items. Combined with the business
income division, it is 27 per cent of the total items. The
second highest is found in the unearned income section in
the lov/est range, 0-$100, of the interest and dividends
classification. It is 14 per cent of the total income items.
The next highest is found in the $3000-54000 range of th«
same section and class as the highest. The next in line, is
in the unearned income section in the gains from the sales or
purchases of intangibles class and is five per cent of the
total items.
d. Lo-vest ITum.be
r
of Items
In all of the classifications, the lowest
number of items is found in the highest ranges of income.
The annuities classification shov/s eight ranges without
items between the $500-$600 range and the ^50000-5100000
range; the gains from the purchases or sales of intangibles
classification shows 11 similar items between the $400-$500
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range and the highest range also,
e* Conclusion
In the different classifications, the income
ranges increase in amounts as the number of items decrease;
thus the highest number of items is found in the lowest
ranges of income as shown in Table IX.
Although the earned income section has six
per cent more income items than the unearned section, the
latter shows 50 per cent more net income than the former
as shown in Table VI, The Summary of Total Incomes.
B* Analysis of Net Income
!• Variance
The gross income under earned income exceeds that of
unearned income by 125 per cent as shown in Table VIII. How-
ever, the net income of the latter, exceeds that of the for-
mer by 293 per cent. The reason for this variance is that
all taxpayers reporting earned income are allowed a $2000 ex-
emption as well as family and other deductions, k husband
and wife must make separate returns under the Massachusetts
income tax law, if both have taxable income; however, both
can claim the $2000 exemption.
a. Family Deductions
From gross earned income, a taxpayer may de-
duct $500 for a wife or husband; $250 for his own child, if
under 18 years of age and entirely dependent upon him. for
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support; or, if over 18 years of age and incapable of self-
support because of mental or physical deficiencies; also,
$250 for the taxpayer's own parents, if entirely dependent
upon and supported by him. V/here the married status or the
support deficiency existed only for a portion of the taxable
year, the deductions are prorated accordingly.
b. Deduction of Taxes and Social Security
There is an allov/ance from business income and
salary, wages, and other compensation income for the amount
of state and federal taxes paid; there is a further deduction
for any contributions paid by the taxpayer under the United
States social security.
c. $1000 Exemption
Under unearned income, there is an optional
exemption of $1000 against the income from annuities and in-
terest and dividends classification. This exemption is re-
stricted to those taxpayers whose total income from all
sources, both taxable and non-taxable during the year, did
not exceed SIOOO; or if the combined income of the taxpayer
and spouse during the taxable year, did not exceed $1500. How-
ever, there is no exemption or deduction allowed from the
gross income received from the purchases or sales of intangi-
bles.
d. Summary
The $2000 exemption under earned income is
Ic
45.4 per. cent more of gross income than the $1000 exemption
under unearned income. The total earned income exemption
and deductions allov/ed are 57.8 per cent more than those al-
lov/ed under unearned income as shown in Table XIII,
Net income amounted to only 38.8 per cent of
the total gross income, while the total exemptions and deduc-
tions are 61.2 per cent of gross income, or 22.2 per cent
more than the net income total.
C. Income Levels
1. Sources of Inc ome
The earned income is subject to m.ore uncertainty
than income derived from the investment of capital. Time,
expense, and energy with the subsequent impairment of health
entailed, are reflected in the earned income figure. On the
other hand, unearned income is secured from the investment
of capital without any effort on the part of the taxpayer
whose capital remains unimpaired.
In Table XII, it is shov/n that the amount of invest-
ment required to secure unearned income in the three levels
is similar in amount to the corresponding earned income
levels. For example, the low level for earned income is
0-$2000, while the same level for unearned income is 0-$150;
however, an investment, 0-$3000 at five per cent, is neces-
sary to secure the unearned income in this level; therefore,
the latter is an income equivalent to the earned income in

EH
CO
w
CO
<o
a
>
^ o o o
o o o
o o o
w rnO o
^H O
c oo
0)
a 1 1 1
-p o o o
to o o
o o
> rnO
c
t3
a)
a
<D
C
o
o
IN
I
S
f-i
CDW
r
L
o o oU^O O
O
I I I
o o o
xr\0
O O O
o o o
o o o
rno o
I
o
I
o o
o o
o o
rOO
<DP
a
•H
-CJ
<»
tot &
'-'1 u
>l ^ -P btO
0)1 O G -HM W
si
<D
^1
or
C
D
<D
o
EH
•H
<l)l
•Hi
(h
0)
PI
G!
MI
O
1^
sOvO
CM
O
rn
OJ CvJvO
\jr\
00
rOCVj
C7S on
c
oo
so iHvOl
iH\r>J
X
EH
vO
CVJ
CM
roON
CO Ttj to to
"
i
(D Ti
rH G
• XJ 0)
o •H ncJ
bO-H
0) C >
<D CC -H
a P t3 O
to o o C c
fi 0) o o •H "C?
o M c c G
o M e 05 o
C to oM to i-l <U -P r-l Sh
to 03 «) H Vl to
t>> 0) 4J C
<D »H G O u •H to fH O r-4!
G OJ -H EH CO d G (DtH COI
t< H to G -H -P P
05 1 G cd C oiH CQ PQ <«! c!J M HI
(1
106
•H
00
ON
ON
o
CM
> o
o
<DPg CO
Eh •H
CO
01 <D
1^ 1-4
CO U
> <D
4->
1^ G
!s; Ml
1
w
CO
ON
CVI
m
cvi
f-4
L
olo
MMM
rH
• •
O EhO
r-4
V)
CC
•CI
c
0)
S
o ^>>
o
Ml r-l
(0
a
E
O
o
c
tn
w
0)
c
•H
to
pq
s
O
O
CM
C
(15
0)
c;
to (4
•d O
c
0) 0) to
to 0)
•H CO rH
>
O
-H
U bO
=1 C
T3 P, CO
G -P
C3 E C
O -H to
-u (i>
w •H
d) o -P
tn to •H
<U C <D ^3
+i •H rH G
G (0 eO GM ciJ to
iH
CO
O
Eh

107
the corresponding level, due to the required investment and
factors v/hich accompany the securing of this income.
2. Frequency of Items
The items in the income levels of earned income de-
crease sharply as the amounts in the income levels increase;
this is also true of the gains from the purchases and sales
of intangibles in unearned income.
In the unearned income section, the number of items
in the intermediate level decreases 52 per cent from the low
level. In contrast, there is an increase of 25 per cent be-
tween the intermediate and high levels in this section.
a. j^arned Income Items
Betv/een the low and intermediate levels in the
salary, wages and other compensation division of earned incom.e,
there is a sharp decrease of 56 per cent in the number of
items reported. In the same classification, there is a 95
per cent decrease betv/een the intermediate and high levels.
b. Unearned Incom.e Items
The gains from the purchases or sales of in-
tangibles show a decrease of 68 per cent betv/een the low and
the intermediate levels, and a further decrease of 55 per
cent between the intermediate and high levels.
The annuities classification shows an increase
of 20 per cent between the lov/ and intermediate levels, v/hile
there is an increase of 33 1/3 per cent between the inter-
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mediate levels and the high levels.
The interest and dividends classification shows
a decrease of 51 per cent between the low and intermediate
levels, while there is an increase of 41 per cent between the
intermediate and high levels.
3. Interest and Dividends Levels
x*n analysis of the three levels of interest and divi-
dend classification shows that the highest number of items,
98, is reported in the low level. 97 per cent of these items
are reported by taxpayers who are in 0-$5000 salary range.
Most of the dividends in this level were received by employee
stockholders.
In the intermediate level, there are 56 items which
are 43 per cent less than the items in the low level. 98 per
cent of these items are reported by taxpayers whose salaries
are in the 0-$5000 salary range. The remainder, show only
gains which represent speculation in the stock market.
In the high level, 73 items are reported by taxpayers,
23 per cent of whom receive salaries or business income; only
5 per cent are over $5000. 45 per cent of the items are re-
ported by taxpayers with no other income, while 32 per cent,
received gains which represent speculation in the stock market.
Thus 87 per cent of the item.s in this level were derived from
investments of capital which was originally inherited by non-
salaried taxpayers.
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4. Salary and Business Income Levels
The taxpayers reporting salaries, wages and business
income do not ordinarily resort to investments as a source of
income as shown in Table XIII.
The total income received by the taxpayers in the
low level of salary and business incom.e amounts to $463,208.91.
Of this amount, only 5.9 per cent represents other income
which includes 4.3 per cent interest and dividends.
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D. Conclusion
The primary purpose of the income tax enactment
was to reach intangible personal property for taxation.
It had been assessed locally upon its capital value under
the general property tax; however tax evasion was preva-
lent at this time because the tax was on the value no one
declared ownarship of intangible property to the assessors.
Under the income tax method it is shown in Table
VIII that in the cross section of the 1942 returns, the in-
tangible personal property income was l^h of the total net
income while it is taxed at the low rate of six per cent.
In Table X it is shown that the total gross earned income
was more than twice that of unearned income, but the law
gives larger exemptions, as well as a deduction for federal
tax paid under earned income. This appears logic since there
is no time or effort used in securing unearned income.
However, the revenue of the Massachusetts Income
tax is distributed to the cities and towns of the Common-
wealth after the adm.inistration expense and school allowance
is deducted. In this manner, there is an effort to equalize
between the property tax and non-property tax as the former
has always borne the burden of Massachusetts taxation. The
fact that evasion does not prevail today, makes the income tax
important because of its function.

Ill
VIII. FUTURE OF STATE INCOME TAX SYSTEI^iS
A. Under State Control
The income tax has become a permanent part of the
fiscal systems of the states because it has been successful
in fulfilling the purpose for which it was enacted, that is
the taxing of intangible personal property. Originally,
this form of property was taxed upon its capital value at
the same rate as other property. At present, it is a
state administered tax and successful. It has lessened
evasion and discontinued the transfer of capital to other
states
•
The adoption of the personal income tax is recom-
mended by the National Tax Association in its model plan,
because it is the proper means of taxing ability, while it
is fair in principle. For the success of the income tax
law, a strong administration is necessary.
B. Under Fed eral Control
The proposal to abandon the taxing pov/ers of the
states to the Federal government would be impracticable due
to the complexities of the various form.s of government.
The allocation of a general Federal tax to the
payment of current expenses of all forms of government
could be accomplished only by a totalitarian government.
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C. REPORT OF THE SPECIAL C0MI3SI0W
ON TAXATION AND PUBLIC EXPENSES
A special unpaid Commission was created under the
provisions of Chapter 63 of the General Laws Relating to
Taxation and Special Assessments of the Resolves of 1935.
This Commission was organized August 25, 1935 to make an in-
vestigation and study that part of Governor Curley's inaugu-
ral address which referred "to increasing the rate of taxation
on income so as to bring it into balance with the increased
rate of taxation on income so as to bring it into balance
with the increased rate of taxation on real estate." It was
to make a "study with respect to any other proposal relative
to the taxation of intangibles upon their capital value, or
upon the income thereof, or to the taxation of business in-
come, or to the taxation of tangible personal property, or
relating to exemptions from property taxes, limiting the rate
of taxation of real estate, or relative tc any other phase or
branch of taxation which in the opinion of the ComDUSsion
should be given consideration."
The Commission was composed of the Hon. William A,
Davenport of Greenfield, Representative Elmer C. Nelson of
Milford, Richard F. Paul of Canton, Clarence N. Durant of Lee,
Rupert S. Carven of Boston, Raymond F. O'Connell of Spring-
field and Frank A. Goodwin of Boston. Senator Davenport was
elected chairman. It was directed by the legislature to hold
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public meetings where all interested parties ?;ould be heard.
There were 30 of these meetings held throughout the Common-
wealth.
^ue to lack of time, the Commission could not at-
tempt a complete study of taxation, but gave consideration
to the following:
1. Relief to real estate
2. Relief to competitive manufacturing industry
3. Adequately providing for financial requirements
of government.
The report of the Commission stated that "the
present tax system places a heavier burden on the real estate
owner than he can pay with the result that home owning is
dis couraged as well as investments in realty. Industries
suffered in like manner and many of them transferred to other
states which had lower rates of taxation." The Commission
"approved of a lower rate of taxation on real estate to en-
courage the present industry and bring new industry into this
state. It realized that in order to relieve real estate from
heavy taxation, it would be necessary to substitute other
revenue to bear part of the burden, unless governmental costs
could be Curtailed. However, the Commission was not authorized
to deal with the expenditures of the state.
In its effort to find a fairer method of distribut-
ing taxation, each section of the statute was checked, by the

Commission. The sales tax was the only new tax suggested at
the public meetings, however it was not recommended by the
Commission because it was unsatisfactory in many states.
Finally the Commission prepared a program which would re-
lieve industry and real estate and would not be unfair to any-
one. It recommended the non-taxation of machinery used in
manufacturing and the levying of the local property tax upon
inventories of non-manufacturing corporations. Furthermore,
the Commission contended that "the Massachusetts Income Tax
had not relieved the taxation on real estate, since it showed
good revenue in prosperous times, but greatly diminished
revenue in times of depression, when the need is urgent. The
result is that real estate must assume the burden of this
loss of revenue in times of depression. It is the opinion
of the Commission that in all fairness to the distressed
property owners in this state, that some part of the tremen-
dous added burden placed on real estate owners should be
shared by the income taxpayers. With this thought in mind,
the Commission recommended the following changes in the In-
come Tax Law:
"On incomes from wages, professions, and em-
playments, a reduction of the exemption from $2,000 to $1,400
for a single person; with $1,900 exemption for a husband and
wife living together; and $250 for each child under eighteen
years of age; also providing for a joint exemption where the

115
husband and wife together earn more than $1,900.
"In connection with the six per cent tax on
interest and dividends, the Commission was unable to reach
an agreement as to any action for the reason that three
members were opposed to any increase in the present rate,
and one member favored a tax based upon capital value of in-
tangibles
.
"While it is probable that the interest upon
existing obligations of the Commonwealth and its political
subdivisions cannot be made directly taxable in view of the
decision in Macallen Company v. Massachusetts, 279, U.S. 620,
it is believed that the present trend of thought against
further extension of this field of tax exempt investment is
sound. Accordingly, the Commission recommended that the in-
terest of future issues of bonds, notes, and certificates of
indebtedness of the Commonwealth and its political subdivi-
sion be taxed. While the revenue to be derived from this
source will at first be negligible in amount, it will gradu-
ally expand.
"Under the existing tax laws, securities
which produce income in the form of interest or dividends are
taxable upon the amount received. There is, however, a sub-
stantial amount of invested wealth v^hich escapes taxation for
the reason that no income is received from such investment.
In order that the owners of this class of wealth bear some
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>share the burden of taxation, the Cominission recommended
that a tax of $2 per $1000 be levied upon the value of such
securities .
"
The Commission also recommended that a new section
in the income tax law providing for the taxing as an inhabi-
tant, any person who is domiciled in the Commonwealth, or who
maintained a place of abode within Massachusetts, and spends
in the aggregate six months of the calendar year within the
state. This would allow the Commissioner to tax these persons
who live in Massachusetts, but claim a domicile in another
state, where the tax laws are more favorable to their particu-
status.
"The Legislature of 1933 voted to tax dividends of
domestic corporations and utilities at the rate of six per
cent for a period of three years. This provision has been
extended to the present time. The Committee saw no reason
why there should be any difference in the manner of taxing
dividends of corporations and therefore recommended that this
provision be contained and made a permanent part of the law." (1)
The above report is intended as an example of the
problem confronting Massachusetts, as well as all other states,
in their efforts to relieve property taxation. The Commission
claims that the income tax does not relieve property taxation
(1) Commonwealth of Massachusetts, "Report of the Special Com-
mission on Taxation and Public Expenditures" Chap. 3 ,Resolves 1937
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.during depressions; however, all other taxes decrease during
the same period. This is the result of econoiriic conditions
rather than the fault of income tax administration.
The recommendation of the Commission that exemp-
tions be lov/ered has been tried by some of the states, but
at present it could not be adopted since the Federal tax is
so high. However, Massachusetts allows the highest exemption,
$2000 for all persons when applied against salary, wages or
business income. Its adoption in this state would give ad-
ditional taxes, especially if it were applied to single and
married persons at different amounts as in the Federal tax.
The recommendation for the taxation of state and
municipal bonds and notes could be adopted by all the states
for additional revenue. In Massachusetts, the trend has been
to gradually discontinue all exemptions of intangible proper-
ty from taxation, although they were allov^^ed in the original
income tax law.
Regardless of the success of the states in securing
additional revenue through the income tax, they will be un-
successful in equalizing taxation unless the states and the
Federal governments curtail their expenditures which are
directly responsible for high property taxation.

Form 1
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THE COMMONWEALTH OF MASSACHUSETTS n„DEPARTMENT OF CORPORATIONS AND TAXATION—INCOME TAX DIVISION '
Henry F. Long, Commissioner vK.,
INCOME TAX RETURN (INDIVIDUAL) Ic
sc
ASSESSMENT STAMP
PLEASE FILE YOUR RETURN on the
EARLIEST POSSIBLE DATE
USE THE FORM BEARING YOUR
STENCILED NAME AND NUMBER
UPON WHICH TO FILE YOUR RETURN.
[NSURrNG ACCURACY IN NAME Af
RETURN MUST BE SIGNED
VERIFICATION STAMP
PENALTY FOR LATE FILING
PLEASE DO NOT WRITE ABOVE THIS LINE EXCEPT TO COMPLETE OR CORRECT STENCILED NAME AND ADDRESS
Return of Income received during the Year ending December 31, 1944.
Name op Taxpayer (full name)
Home Address, St. and No City or Town of..
Principal Occupation i
If Employed, by whom
BrrsiNEss Address, St. and No City or Town of..
(PRINT LAST NAME)
Address op Same, St. and No , City or Town of
Did You Make State Return in 1943? 1944? From What Address? St. and No..
> return or exploln below or
City or Town of..
1943.. .1944..
CLAIM FOR FAMILY DEDUCTIONS FROM SALARY OR OTHER BUSINESS INCOME
IF NOT FULLY CLAIMED ON ANOTHER RETURN
A. I claim deduction from "business" income for my wife or husband ...... ($500)
B. I claim deduction from "business" income for my own children under eighteen years of age, and entirely dependent
upon me for support, or over eighteen years of age and incapable of self support because of mental or physical
deficiencies.
names OF MY OWN CHrLDREN DATE OF BIRTH NAMES OF MV OWN CHILDREN DATE OF BIRTH
$250 for each
C. I claim deduction for my own father or mother, who is entirely dependent upon me for support.
NAME or parent (no deduction for wife's or husband's parent) adikess
Dollars c
$
$
$
s
. r-,.. :
,
$250 for each
D. Total of above claims. Include in Item 3 or 20b on page 2 ........
Note—Unless above information is given in full the claim for family deductions will be disallowed without further notice.
If it is your desire to have any and all matters connected with this return taken up with your employer, attorney or accoimtant, insert
here name and address of the person whom you so authorize and to whom the contents of this return may be disclosed.
Name of person authorized:
Address:
The name and address
MUST BE WRITTEN
BY THE TAXPAYEI?
READ CAREFULLY
I hereby state that this return made or carefully examined by me, contains, to the best of my knowledge and belief, a true and complete
statement of all the taxable income called for by the various items herein, which I have received during the year above stated; that the informa-
tion given herein is true and complete; that I am entitled under Chapter 62 of the General Laws, as amended, to all of the deductions and
exemptions which are claimed herein; and that all supporting statements herewith included are true and complete.
This statement is made under the penalties of perjury.
Signed this day of..
TAXPAYER'S SIGNATURE.
Middle Iniual
Complete AS SOON AS POSSIBLE, AFTER JANUARY 1, 1945 and Transmit this Return to the
INCOME TAX ASSESSOR IN YOUR DISTRICT
The Return may be Filed with the Income Tax Director, 2nd Floor, Scollay Building, 40 Court Street, Boston.
Under the law this Return Must be Filed On or Before March 1, 1945 to Avoid Penalty
23.S0ni-7-44-14721-la.
21945 RETURNS CANNOT BE ACCEPTED AS COMPLETE UNLESS EVER
SCHEDULE A. INCOME FROM SALARY, WAGES, AND OTHER COMPENSATION.
INCOME SHOULD BE REPORTED IN SCHEDULE B IF DEDUCTIBLE EXPENSES ARE CLAIMED
ITEM 1. Gross amount of salary, wages, fees, commissions, royalties, compensation and pensions received
ITEM 2. Total amount of business income accrued or received as a partner in a partnership not doing business
in Massachusetts, and from Massachusetts partnerships dissolved during the year ....
DEDUCTIONS:— Total of Items 1 and 2
ITEM 3. $2,000 exempt by law plus the family deductions claimed on page 1
.
ITEM 4. That portion of Mass. Income Tax paid last year on this class of income only,
ITEM 5. That portion of Federal Tax paid last year on this class of income only, .
ITEM 5A. Amounts paid under the Social Security and Employment Security Acts .
ITEM 5B. Amount paid as dues, only, to a labor union
ITEM 6. Total deductions (add Items 3, 4, 5, 5A and 5B). These deductions must not be duplicated in Schedule B
ITEM 7. Net taxable income. Subtract Item 6 from total of Items 1 and 2
Dollars
SCHEDULE B. OTHER BUSINESS INCOME FROM YOUR OWN BUSINESS, (not partnership—See item. 2 and 36)
NOTE>-If Returning on CASH BASIS report
actual cash payments only.
Merchandise at beginning of year (Inventory)
Merchandise bought during the year
General Expenses of the Business
(a) Employees' wages (omit own salary)
(b) Fuel, light and power .
(c) Rentals (property used in the business)
(d) Ordinary Repairs
(e) Insurance (relating to the business only)
(f) Taxes (relating to the business only)
(1) Mass. Income Tax
(2) Federal Tax . . .
(3) City or Town Taxes .
(4) Social and Employment Security
(g) Interest (on debts of the business onl)-)
(h) Freight and Express
(i) Advertising ....
(j) Telephone and Telegraph
(k) Other expenses
16 Total (carry to item 16, 2nd Column)
Dollars Cts.
10a
Income
Cash Basis
Total Cash Receipts (not included in Item 1)
Accrual Basis
Total Sales and Miscellaneous Receipts
.
Gains from Sale of Capital Assets (includ-
ing sales of real estate)
Merchandise at end of year (Inventory)
Total ....
Expenses (copy Total from Item 16 In 1st
Column) ....
Balance of Income
Claims for additional deductions (sum of
Items 18a and 18b) .
Net Income
Claims for Statutory exemptions and de-
ductions (sum of items 20a and 20b) .
Net taxable Income ....
Profit realized by the taking of real estate
by purchase or eminent domain by the
State or County, City or Town, within
one year of its acquisition
Dollars
Estimated Return Will Not Be Accepted
SUFFICIENT BUSINESS RECORDS MUST BE KEPT
FROM WHICH TO MAKE ACCURATE RETURNS
DEDUCTION CLAIMS
ITEM 18a. Losses during the year of capital assets, NOT STOCK IN TRADE, from depreciation, obsolescence, depletion, sale, fire,
theft or other casualty (not compensated by insurance) or from payments on claims in law or equity incurred in the business
(not compensated by insurance).
Details of Claims fob Depreciation or Obsolescence: must be given in full.
Dbscription of Proi
Total, previous year
Total Depredation claimed this year ..........
Details of Other Claims: (Losses from sale of intangible property are not deductible—See Schedule D)
Dbsckiption of Pro:
Total of Other Claims
ITEM 18b. (This Item only for Persons returning on accrual basis.) Losses from accounts receivable deter-
mined to be worthless and actually charged off during the year. (Accounts must have been included
as income in this or a previous return, and must have arisen since December 31, 1915.)
Total of Items 18a and 18b (carry into Item 18 above)
ITEM 20a. Claim for five per cent of last assessed value of tangible property situated within Massachusetts
(less amount of all mortgages thereon) owned by me and used in the business above returned.
Dollars CT3.
DssctuPTioN OF Pboperty Owned and Usbd in thb Business Last Assessed Valub Mortgaged por EQUITY
Real Estate located at
Personal Property at
Five per cent of total equity
ITEM 20b. Deduct balance of $2,000 exemption plus family deductions not claimed elsewhere [include balance
of "D", page 1 not deducted in Item 3 or in any other return]
Total of Items 20a and 20b (carry into Item 20 above)
SUPPLEMENTARY STATEMENTS : (Must be answered bv ALL who use Schedule B)
A. Do you keep books of account?
B. Amount of profit as shown by Profit and Loss Account for the year above reported
C. Attach statement reconciling profit and loss account with amount shown in Item 19.
ITEM IS ANSWERED WITH FIGURES OR WITH THE WORD "NONE"
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SCHEDULE C. ANNUITIES
ITEM 22. Income received during the year from taxable annuities.
From whom received
(In case of doubt, report the income and attach memorandum explaining in full the source of the mcome)
Dollars CT3.
SCHEDULE D. NET GAINS FROM PURCHASES OR SALES OF STOCKS, BONDS,
SECURITIES, AND ALL OTHER INTANGIBLE PERSONAL PROPERTY
ITEM 23. Total amount received from all sales or exchanges of stocks, bonds, securities and all other intangible
personal property during the year, including sale of "rights"
ITEM 24. Cost of the property the sale of which you report in Item 23
ITEM 25. Net gains from sales or exchanges (subtract Item 24 from Item 23)
NOTE: If this schedule is used the totals must be given even though a loss is shown.
Dollars Cts.
SCHEDULE E. INTEREST AND DIVIDENDS
ITEM 26 INTEREST taxable and received during the year from bonds, refunds on bonds, notes and certificates
of indebtedness; on deposits in national banks, trust companies and other depositanes; and from all
other money at interest, loans and debts, including certain mortgages
ITEM 27 DIVIDENDS paid in cash or scrip and received during the year on shares in all corpt)rations joint
stock companies and banking associations, organized under the laws of any state or nation, and from
transferable shares of partnerships, associations or trusts, domestic or foreign, whose dividends are
taxable
ITEM 28 DIVIDENDS paid in shares of stock, other than stock dividends paid in new stock of the company
issuing the same, or in other securities and received during the year from corporations, jomt stock
companies, banking associations, partnerships, associations or trusts whose cash dividends are
taxable .
ITEM 29. INTEREST OR DIVIDENDS taxable and received by an executor, administrator, trustee or other
fiduciary not subject to taxation in Massachusetts and paid to me during the year
Name of Fiduciary Address
ITEM 30. ALL DIVIDENDS received during the year from corporations or other organizations whose
ordinary
dividends are taxable, and claimed to be a distribution of capital.
No. of Shares
ITEM 31 OTHER INTEREST OR DIVIDENDS received during the year, concerning the taxation of which
the taxoaver is in doubt, and which he submits for such taxation as is proper under the law:—
, n 1 LNTERESI DIVIDENDSNo. of Shares or Bonds
ITEM 32. TOTAL (add Items 26 to 29, inclusive)
Dollars Cts.
SCHEDULE F. INTEREST DEDUCTION—OPTIONAL
From the foUowing figures the deduction will be computed by the Commissioner of
Corporations and Taxation:
ITEM 33. Total income received during the year (except from fiduciaries) :—
(a) From real estate wherever located (Net) •
•
(ft) From non-taxable stocks and bonds, including non-taxable stock
dividends at value when
acquired
(c) From non-taxable savings bank and trust company "savings department
mterest
.
.
.
(d) From exempt Massachusetts mortgage interest, co-operative bank and
credit union dividends .
(e) From taxable intangible property (insert sum of Items 26, 27, 28, 30, 31) • •
•
(J) Total of above ' , ' ' v " j u.' j «=L
ITEM 34. 'Amount of interest paid by the taxpayer upon indebtedness, omitting-(l
'"'"''t"" ^"/f,"^]' ^^^^^^^^
as was secured by mortgage or pledge of real estate or tangible personal
property
,
and (2) the interest
onldebteXessir whkh the taxpayer is entitled to claim deduction from busmess
income. Attach
statement giving names and amounts
•
NOTE:—Amounts shown in Item 15 (g) Schedule B are not to be included here.
Dollars Cts.
COMPUTATION OF TAX—Stenciled Receipt Must Be Used in Making Payment.
ITEM 7. Taxable Salary, Wages and Other Compensation
ITEM 21. Other Taxable Business Income
Total Taxable Business Income . . ;
ITEM 10a. Profit ?rom taking of Real Estate
Tax at VA%=.
Tax AT 50%=
ITEM 22. Taxable Annuities
Tax at 1H%=
ITEM 25. Taxable Gains
Tax at 3%=
.
ITEM 32. Taxable Interest and Dividends
Interest Deduction: (to be used only where Item 34 contains figures.)
(ITEM 32 Less 29) X (ITEM 34) =
Divide Above Resitli by Item 33f
(ITEM 32 Less ITEM 29), 80% thereof .
Deduct the Lesser of the Two from Item 32
Taxable Interest akd Dividends
Tax ai 6%=
ADVANCE PAYMENT
Cash Check M. 0.
Total— Normal Tax i t^IT
AddiUonal Taxes, 10% General Fund, 3% OLD AGE TAX=13% of Normal
Tax^
M Due March 1, ToUl •;
Int. on Deficiency from March 1,
Int. on Deficiency from October 1,
Penalty (Late filing of return) -
Total Tax
Advance Payment ATTACH RECEIPT FORM..
Balance..
SIGN NAME ON PAGE I
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SCHEDULE G. GENERAL QUESTIONS
ITEM 35. If you have during the year received or been credited with any income (not principal) from Massachusetts Executors, Ad-
ministrators or Trustees of Estates, Guardians, Conservators, Receivers, Trustees, Assignees or other Fiduciaries, list
each trust separately below.
Namb of Estate or Pbbson Creating Trust Name op Fiduciary Address 07 Fiduciary
ITEM 36. If you were during the year a member of, or financially interested in, any partnership, unincorporated business, firm or
association, other than those having transferable shares, and whether located in Massachusetts or elsewhere list names
below. Amt. OB Exemption
Business Address Claimed on
TiTLB or Parttibrsbip or Association Street and No, - Town ob City the Partnership
Returns
ITEM 37. During the year 1944 did you pay $2,000 a3 salary, wages or other compensation to any employee residing in Massachusetts?.,
(If so, the law requires a report of the names of such employees on forms which will be supplied upon request.)
The Commissioner of Corporations and Taxation is permitted to examine federal returns and to avoid inquiry it is suggested that
items omitted from the state return but included in the federal return be listed below.
Intsrest, Divn>Ei«>s, FrouciARV Incomb
SCHEDULE H. EXEMPTION CLAIM—OPTIONAL
Shown below and made a part hereof, is a detailed statement of every item of income received by me, and also by my wife or husband,
,
during 1944. (Separate statement for each.) If living quarters or board are furnished as a part of compensation, the fair value thereof
must be included.
From real estate wherever located (Net)
From non-taxable stocks and bonds including stock dividends at value when acquired
From non-taxable savings bank and trust company "savings department" interest .
From non-taxable mortgages
From pensions and annuities ..........
From compensation, value of board and living quarters. Wages, salary and business income.
Profit from buying or selling stocks, bonds or "rights" ......
Amounts payable to or accumulated for my benefit by any fiduciary
From taxable interest or dividends
From all other sources
Total
If married, fill in both columns
Total, Husband and Wife
Docs your wife or husband file a return?
Claim will be disallowed unless schedule is complete and signed.
I hereby state that my total income from all sources, both taxable and non-taxable, during the calendar year 1944 herein reported
did not exceed one thousand dollars and that the combined income of myself and my wife or husband during the said year from all sources,
both taxable and non-taxable, did not exceed fifteen hundred dollars, and I therefore claim exemption from tax on income taxabje under
Schedules C (Annuities) and E (Interest and Dividends).
SELF HUSBAND or WIFE
Dollars Cts. Dollars Cts.
This schedule, statement and claim is made under the Penalties of perjury. Taxpayer's signature
A notice is posted in each city and town indicating the time and place when a representative will be present to receive returns and pay-
ments and aid taxpayers in making returns. If further information is desired write or telephone to any of the ofiices listed. It has been
found impossible to arrange dates for every municipahty, but the endeavor has been to select accessible centers.
TEL.
Returns may be filed at the Income Tax office, 40 Court St., Boston Laf. 2700
DISTRICT OFFICES
SALEM, 12 Masonic Temple, 70 Washington Street Salem 0210
CAMBRIDGE, Cambridgeport Savings Bank Building, 689 Massachusetts Ave Tro. 7440
LOWELL, 408 Sun Building, 8 Merrimack Street Lowrell 8171
BROCKTON, Barristers Hall, 231 Main Street Brockton 487S
FALL RIVER, Buffington Building, 10 Purchase Street Fall River S-7163
WORCESTER, 202 Park Building, 507 Main Street Wor. 2-7686
FITCHBURG, 218 Safety Fund Bank Building, 470 Main Street Fitch. 12SS
SPRINGFIELD, Worthington Building, 196 Worthington Street Spfd. 7-1424
PITTSFIELD, Farrell-Sweeney Building, 246 North Street Pitts. 7894
The Proceeds of Income Tax are Disteibuted to the Mdnicipaiities and Used
BY THE Assessors to Reduce the Local Tax Rate.
PLEASE FILE YOUR RETURN on the EARLIEST possible date
MAKE CHECKS PAYABLE TO THE COMMONWEALTH OF MASSACHUSETTS
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